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A Financial Notebook 





The Markets’ Verdict 


THE opening articles in this issue 
point to some striking parallels—as 
well as some striking differences— 
between Mr Amory’s recent budget 
and Mr Butler’s of (April) 1955 and 
Mr Macmillan’s of 1956. The re- 
ception accorded to Mr Amory’s 
budget by stock markets, however, 
has differed very significantly from 
that accorded the two earlier budgets. 
In 1955 and 1956 the budget gave a 
fresh fillip to equities; this year it 
left them reeling in an atmosphere 
of uncertainty and foreboding. The 
Financial Times index, which had 
shot up by 7 points immediately 
beforehand, fell on all but one day 
in the ensuing three weeks. By 
April 27 it had reached 303, a new 
low for the year—a fall of no less 
than 28 points since April 4. Obvi- 
ously, the market was impressed 
more by Mr Amory’s threats of 
“ other steps ”’ to restrain credit than 
by the modesty of his actual tax 
proposals. ‘The gloom that settled 
over Throgmorton Street in the 
weeks following the budget was 
deepened by the relapse on Wall 
Street (whose bearishness was in- 
creased by the disappointing em- 
ployment and production returns 
for March) and by the falling off in 
profits shown by one or two leading 
companies (the general run of com- 
pany results, however, remains ex- 
tremely good). 

Gilt-edged, in contrast, quickly 
decided that Mr Amory’s threat 
referred to special deposits and that 


these would be used in such a way 
as to remove some of the worst 
fears that had been hanging over 
the market since February 24. After 
an initial hesitancy, the market 
steadied and even managed a minor 
rally—which gave the authorities the 
opportunity to let Essex County 
Council through the turnstile with 
an issue of £10 millions of 54 per 
cent stock at 984, 


Rise in Advances Continues 


The April make-up statements of 
the clearing banks, which are just 
coming to hand as this issue of The 
Banker goes to press, show a further 
substantial rise.in advances. Total 
advances of the eleven banks rose by 
some £95 millions in the five weeks 
to April 20, following rises of £82 
millions and {84 millions in the 
two preceding (four-week) periods. 
Allowing for the increase of £5 
millions in lending to nationalized 
industries and for the increase in 
the extraneous transit item, the ex- 
pansion in “true ”’ advances to the 
private sector averaged £16} millions 
a week in the latest period, com- 
pared with £16 millions in March 
and {24 millions in February. The 
slackening discernible in the March 
figures was thus not continued last 
month, against the normal seasonal 
trend. Quite apart from the natural 
inclination to draw on. overdraft 
limits before the credit squeeze 
tightened, there is reason to. believe 
that some special factors were at 
work in some banks... The banks 
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reduced their gilt-edged holdings by 
a further £59 millions in the five 
weeks. Even so, the aggregate 
liquidity ratio fell further—from 
31.5 per cent to 31.4 per cent; two 
of the Big Seven showed a ratio of 
exactly 30 per cent. 

The make-up statement for March, 
which is summarized in the accom- 
panying table, disclosed that the 
aggregate gilt-edged portfolio of the 
banks had been run down by a 
further £117 millions, making a 
total reduction of no less than £203 
millions between mid-January and 


Mar 16, Change on 
1960 Month Year 
{mn {mn {mn 
Deposits. . re 2 -- ans +416.0 
RT oe? 683.3* —119.1 +356.0 
Net"Dep4 6559.3+ ~109.3 +324.3 
Liquid Al 
Assets 2217.5 (31.5) -— 78.3 +164.4 
Cash .. 568.4 (8.1) -— 23.1 + 21.4 
Call money 555.2 (7.9) -— 15.4 + 53.6 
Treas bills 941.0(13.4) -— 47.8 + 63.6 
Other bills 152.9 (2.2) + 8.0 + 25.8 
oe Risk 99 
Assets 4612.3 (65.4) - 35.4 +243.4 
Investments 1500.8 (27.3) -117.3 -427.1 
Advances§ 3111.5 (44.2) + 81.9 +670.5 
State Bds ane + 92 - 0. 
38.3. + 72.7 +670.8 
Allother { 39325) 4+ 63.4 +642.5 


* Excluding items in course of collection. 

+ Excluding all transit items as well. 

t Ratio of assets to gross deposits. 

§ Official total excluding Lloyds Bank transit 
item. 

|| Excluding transit items. 


mid-March. Undoubtedly, the bulk 
of the selling in the later period 
occurred in the days before Febru- 
ary 24, when the Government broker 
reduced his support prices. Only 
a small part of the reduction in the 
banks’ holdings was attributable to 
the paying-off of maturing 3 per 
cent Exchequer stock on March 3. 
The combined liquid assets, usually 
at their seasonal low in March, 
declined in the four weeks by more 
than {78 millions to £2,217 millions; 
in the same period of last year the 
contraction was {£88 millions. 


The reduction in liquid assets 
and investments was reflected in a 
sharp fall of £119 millions in net 
deposits, a substantially larger fall 
than that recorded in the corre- 
sponding periods of the _ three 
previous years. The _ seasonally- 
adjusted index of net deposits com- 
piled by Lloyds Bank fell from the 
peak of 121.8 established in mid- 
February to 120.8 (1948=100). 


Sterling and US Bill Rates 


Sterling took its lead last month 
from the American Treasury bill 
rate, whose violent fluctuations were 
duly reflected in the foreign exchange 
market. Encouraged by the con- 
tinued decline in US money rates, 
the rally in the sterling-dollar rate 
was carried further in the opening 
days of last month and appeared to 
be given an additional fillip by the 
budget. By the second week of the 
month it had reached $2.81. The 
sudden rebound in the bill rate in 
the middle of the month—from 2.7 
per cent to 3.6 per cent on three 
months’ bills—brought an imme- 
diate relapse. The exchange rate 
on New York dropped back below 
$2.81; it rallied again when the 
following week’s tender showed a 
reaction in the bill rate to 3.3 per 
cent, but weakened in the closing 
days of the month. 

The rebound in American bill 
rates is probably explained suff- 
ciently by the widespread belief that 
the preceding decline—which had 
carried the market rate 1} per cent 
below the Federal Reserve’s redis- 
count rate—had gone too far. To 
justify a market bill rate of 2? per 
cent either conclusive evidence of a 
down-turn in business or a reduction 
in the Fed’s rediscount rate would 
have been necessary, and neither of 
these were forthcoming, though the 
Fed did significantly ease its pressure 
on the banks and the index of pro- 
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duction fell a further point in March. 

Undoubtedly, the fall in the US 
Treasury bill rate in March and 
early April led to a substantial move- 
ment of funds from New York. The 
gold return for March suggests that 
a sizeable part of those funds came 
to London: Britain’s reserves rose 
by $59 millions to $2,780 millions 
during the month, after making the 
regular repayment of $14 millions 
to the International Monetary Fund. 
The true net gain in the month was 
thus $73 millions, the best monthly 
performance since April, 1959. This 
favourable result was no doubt also 


helped by the buoyant sales of many | 


of the sterling area’s principal com- 
modity exports. 


Amending the EMA 


Two notable amendments have 
recently been made to the European 
Monetary Agreement, which re- 
placed the European Payments 
Union after the concerted move to 
convertibility at the end of 1958. 
First, the scale of total contributions 
to the: European Fund has been 
adjusted so that Britain’s contribu- 
tion is reduced from $86.6 millions 
to $60.6 millions, while the contri- 
butions of France and Germany have 
each been increased from $42 mil- 
lions to $50 millions and the con- 
tribution of Italy from $15 millions 
to $25 millions. 

Secondly, a new article has been 
added to the Agreement to enable 
the European Fund to obtain special 
credits from members. 


Imports Still Rising 

The good gold inflow in March 
appears to have owed little—if any- 
thing —to Britain’s own trade 
balance. Exports during the month 
totalled £308 millions, re-exports 
£14 millions and imports a record 
of £394 millions. The trade gap 
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(between exports and _ re-exports 
valued f.o.b. and imports valued 
c.i.f.) was thus £71 millions com- 
pared with £59 millions in February. 
Seasonally adjusted, however, the 
trade gap was rather smaller than 
in February. For the first quarter 
as a whole the gap (again seasonally 
adjusted) averaged £57 millions a 
month, compared with £53 millions 
in the fourth quarter of 1959 and 
£49 millions in the first quarter, 
when the balance of payments 
showed a surplus of £19 millions. 

The full details of the balance of 
payments last year published in the 
latest six-monthly white paper* con- 
firm the impression given by the 
trade returns that the deterioration | 
in the current balance was attribut- - 
able to a falling off in the surplus 
with other sterling countries. In 
fact, the fall in the current surplus 
with the overseas sterling area— 
from £427 millions in 1958 to £219 
millions in 1959—more than ac- 
counted for the deterioration in the 
total balance from £349 millions to 
£145 millions between.the two years. 
The balance with the non-sterling 
world improved slightly—from a 
deficit of £78 millions to a deficit 
of £74 millions. 


De-Funding in Action 

The size of official support for 
the gilt-edged market in the third 
quarter of last year is now revealed 
to have been considerably greater 
than was generally believed at the 
time. The latest figures of Ex- 
chequer financing—appearing, after 


a time-lag of just over six months 


from the end of the period to which 
they relate, in the Monthly Digest of 
Statistics published early last month 
—show that between June and Sep- 
tember the authorities absorbed no 
less than £88 millions of stock. This 





* HMSO. Cmnd 977. Price 1s 6d. 








was very much more than the net 
sales of gilt-edged by the clearing 
barks, which totalled some {£31 mil- 
lions between the mid-June and 
mid-September make-ups. Thus, 
whereas in the two preceding quar- 
ters, when bank selling had been at 
a peak, there had been a substantial 
net intake of stock by private holders 
outside the banks (totalling about 
£115 millions in the first quarter of 
the year and {£95 millions in the 
second), in the quarter under review 
the authorities had to cushion the 
market from some heavy private 
selling. In the three months, it 
would seem, private holders outside 
the banks reduced their gilt-edged 
portfolios by around £57 millions. 

Unfortunately for the authorities, 
there was a marked slackening in the 
net inflow of small savings in the 
quarter and a sharp increase in the 
amount required to finance external 
transactions and the budget deficit. 
As a result the volume of market 
Treasury bills increased by no less 
than £378 millions. In the same 
quarter of 1958, when the authorities 
made net sales of £84 millions of 
stock, the increase in market ‘T'reas- 
ury bills was £95 millions. 


Variable Deposit Rates ? 


The sharp rise since the ending of 
the credit squeeze in the ratio of 
the clearing banks’ advances to their 
deposits—it has risen from 30 per 
cent to its pre-war level of 44 per 
cent—has brought to the fore a 
question of banking policy that for 
many years had been of only aca- 
demic interest: Should the banks 
compete more actively for deposits 
oy offering more attractive rates for 
money left for longer periods than 
the seven days to which alone the 
advertised rate (2 per cent below 
Bank rate) technically applies? Ex- 
cept for the smaller banks whose 
deposits are prone to relatively wide 
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little concern so long as there was 
only limited scope for increased 
lending, so that any additional de- 
posits would have merely gone into 
gilt-edged securities. Lately, how- 
ever, two influences have emphasized 
that the capacity of a bank to in- 
crease its loans may depend increas- 
ingly on its ability to increase its 
total resources—first, because the 
ratio of investments is now well 
below its pre-war level, and secondly, 
because any special-deposit control 
would technically operate on total 
resources. 


These points were made in an 
address by Mr Anthony ‘Tuke, 
chairman of Barclays Bank, a few 
weeks ago, who unexpectedly drew 
attention to the suggestion in order 
to oppose it. The banks, he thought, 
would not succeed in denying de- 
posits to their commercial rivals (he 
referred to building societies but not 
to HP houses) because they could 
raise their rates higher still; but, 
even if the banks could outbid them, 
that would not raise the aggregate of 
bank deposits but merely slow down 
their rate of turnover. They would, 
admittedly, increase aggregate de- 
posits, and probably their liquid 
assets too, if they competed success- 
fully with the various channels by 
which bank customers lend to the 
Government—but those additional 
resources, Mr Tuke thought, would 
be obtained only at a very high cost. 
This is a subject that merits more 
detailed scrutiny, especially in the 
light of the comments of the Rad- 
cliffe Committee, for not all bankers 
would reach the same conclusion as 


Mr Tuke. 
London Gold Dealings Expand 


Convertibility, as its advocates had 
hoped, brought a substantial in- 
crease in business to the London 
gold market last year. For the first. 


fluctuations, this question was of 
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time since 1939 the City’s bullion 
dealers were free to sell against any 
foreign currency and against sterling 
held by anyone resident outside the 
sterling area. Samuel Montagu, in 
their latest Annual Bullion Review, 
estimate that the total turnover of 
gold in London was 50 per cent 
higher than in 1958. Despite the 
termination of the European Pay- 
ments Union, whose settlements had 
previously provided a great deal of 
business for the market, the pur- 
chases of European central - banks 
were sharply higher. Although for 
a large part of the year the market 
price in London was above the 
American Treasury’s effective selling 
price of $35.08? an oz, central 
bankers seemed to prefer to take 
gold in London, partly, perhaps, 
with a view to the eventual transfer 
of the metal to their own vaults and 
partly on the consideration that the 
gold could probably be re-sold on 
more favourable terms in London. 
Such buyers, however, usually 
quitted the market when the price 
rose above $35.10. The formal free- 
dom for forward dealings in gold 
bestowed by the Bank of England 
in March, 1959, does not appear to 
have brought any large-scale business. 


Convertibility also helped London 
to compete more effectively for 
supplies of Russian gold, which had 
previously been sold mainly on the 
Continent against transferable ster- 
ling (which, of course, stood at a 
small discount on the official sterling 
rate). An indication of London’s 
success in competing last year is 
given by the figures of gold imports 
into Britain, the publication of which 
has now been resumed. During the 
year Britain imported no less than 
7.3 million oz of Russian gold com- 
pared with 2.7 million oz in 1958. 
Total imports of refined gold in 
1959 were 26.0 million oz, compared 
with 22.5 million oz in 1958. Ex- 
ports of gold totalled 19.6 million oz 
(of which no less than 11 million oz 
went to Italy), compared with 7.4 
million oz in 1958. 


Fillip to Small Savings 


The encouragement that the Chan- 
cellor sought to give to small savers 
(the wider significance of which is 
discussed in an article on page 292) 
affects each of the three “‘ tap ”’ issues 
of the National Savings Committee. 
The present issue of 5 per cent 
defence bonds, which has proved 
extremely popular in the past year, 
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is to be replaced by a new issue with 
interest dates in June and December 
instead of August and February. 
The permitted holding will be 
£5,000, compared with {2,000 on 
the present issue, in addition to any 
bonds already held. 

The limit on holdings of the 
present (tenth) issue of. national 
savings certificates has been raised 
from 1,000 units (£750) to 1,200 
units (£900). 

The most important changes, how- 
ever, concern premium bonds—the 
form of security most likely to bring 
in new savings, as opposed to the 
switching of existing savings. A 
new issue of the bonds will be intro- 
duced in August (the first change 
since premium bonds made their 
debut in November, 1956) in which 
the waiting period before a bond 
becomes eligible to take part in the 
draw will be three months instead 
of six. The maximum holding of 
bonds will be increased from £500 
to £800. Moreover, each bond will 
contribute only one month’s interest 
to the prize money, whereas under 
the present system bonds partici- 
pating in the draw for the first time 
contribute six months’ interest, a 
fact that tends to produce a slow 
lengthening of the odds. After No- 
vember 1 next, the rate of interest 
on the bonds (which determines the 
size of the prize fund) will be in- 
creased from 4 to 44 per cent; there 
will be more prizes and some of 


£5,000. 
Wider Cover for Exports 


The value of business insured by 
the Export Credits Guarantee De- 
partment continued to expand 
steadily in the year to March 31 
last. During the year some {£671 
millions was insured under Section 1 
of the 1949 Act, compared with 
£549 millions in the previous year; 
liabilities outstanding increased from 


£491 millions at the end of 1958-59 
to £544 millions at the end of 
1959-60. In total, 18.4 per cent of 
British exports were insured with 
the Department compared with 16 
per cent in 1958-59. Despite the 
larger volume of business, premium 
income was marginally lower be- 
cause average premium rates were 
reduced to 8s 8d per cent—a reduc- 
tion of 2s 4d per cent since 1954-55, 
The revenue surplus, however, in- 
creased from {2.5 millions to {4.4 
millions because claims were lower 
(£5.1 millions compared with {7 
millions in 1958-59). On the other 
hand, the revenue surplus. on 
‘‘ national interest’ business under 
Section 2 of the Act was reduced to 
£160,000 compared with £550,000 
in 1958-59. 


The Department is introducing 
certain further improvements in its 
cover from May 1. Most important, 
“‘ whole-turnover ” cover (i.e. cover 
of the whole of a firm’s exports 
where these show a recurrent pattern 
of like exports over an appropriate 
range of markets and buyers) is 
being extended to contracts up to 
five years at the cheaper premium 
rate. Hitherto, the term of such 
cover has been limited to three years. 
This should be welcomed by ex- 
porters: there has been a consistent 
increase in the demand for longer- 
term credits in recent years—indeed, 
the medium-term liabilities of the 
ECGD have doubled since 1951. 
Other refinements are also being 
introduced — improvement of ex- 
ternal trade policies, new standard 
forms of services cover, lower rates 
for processing cover, and limited 
cover for consortium business. Cover 
for stock held overseas will be ex- 
tended for the first time to trade 
with a third country (not necessarily 
in British goods, though, of course, 
not directly competing with British 
goods). 
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New Brakes on Credit 


The expected resort to the “‘ special deposits’’ device of regulating bank 
liquidity was announced on April 28, together with a reimposition of 
minimum down payments and maximum periods for hire-purchase of 
motor cars and a wide range of consumer goods. 

Initially, each clearing bank is required to transfer to an immobilized 
special account at the Bank of England, on or before Fune 15, the equivalent 
of 1 per cent, and each Scottish bank the equivalent of 4 per cent, of its 
gross deposits, while continuing to observe the accustomed cash ratio and 
minimum liquidity ratio. The amount deposited, which will bear interest 
at the Treasury bill rate, will be adjusted each month to maintain it at the 
prescribed percentage; and the percentage itself may be varied at any time 
by further calls or releases. 

This article discusses the réle assigned to credit restraints by the budget 
and then examines the implications of the special deposits system— 
espectally for the gilt-edged market—in the light of the monetary authorities’ 
own testimony to the Radcliffe Committee. For details of this evidence, 
see “ How the Special Deposits Plan Originated ’’ on pages 323-336. 


| | NEXPECTEDLY, the emphasis has been switched from fiscal 

weapons to monetary ones, leaving Mr Amory apparently putting 

more reliance upon them to prevent an excessive build-up of 
demand than any chancellor has done at budget-time since 1955—when 
Mr Butler thought he could justify an inflationary budget by “ taking into 
account the resources of a flexible monetary policy”. This parallel, it 
should be said at once, is not necessarily ominous, nor is the switch neces- 
sarily undesirable. The parallel is one of principle, not of degree: Mr 
Butler gave big tax reliefs when employment was obviously already brim- 
full, whereas Mr Amory has made a small net addition to taxation when 
the level of demand is still clearly below that extreme danger-point. But 
the réle he is assigning to monetary weapons is clearly something more 
than that of standing guard in case some new attack should develop later 
in the year. Like Mr Butler in 1955, he is counting upon them to repel 
part of the increase in demand that is already foreseeable, and that would 
otherwise have to be repelled by stronger tax measures now. 

New restraints on credit are, indeed, already in force informally. The 
banks, for their part, are alerted to the possibility of recourse to the new 
‘“ special deposits ’’ device of regulating bank liquidity, though that is not 
the only form of additional control of credit that has been discussed. In 
banking circles it has long been argued that terms control of hire-purchase 
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ought to come first, because otherwise the banks would be made scape- 
goats for excesses elsewhere; but at this stage in the credit cycle, when 
repayments of accumulated hire-purchase debt are absorbing (as the Chan- 
cellor pointed out) an increasing proportion of consumers’ incomes, it is 
questionable whether a reimposition of these controls would by itself exert 
a sufficient effect on the aggregate of demand. 

The Chancellor had emphasized, in his budget speech on April 4, that, 
although he had “ no wish to take such drastic action as might reverse ”’ the 
revival of private industrial investment, we must be careful not to allow 
credit expansion to prejudice stability. The “ first steps ”’, he pointed out, 
in changing the climate for private lending had been taken by the increase in 
Bank rate in January and by “ open market transactions ’’—obviously the 
jolt given to the gilt-edged market on February 24, no longer written down 
as a mere shift in market tactics. He then gave this warning: “ I think it 
likely that the time may soon arrive when it would be right that we should 
take other steps to restrain further expansion of private credit; and we 
stand ready to do so”’. The clearness of the threat was in contrast to the 
vagueness of the threatened action, no doubt deliberately so, for this very 
fact intensified the psychological effect on the markets, as well as on the 
attitudes of the bankers. All of them have now tightened their scrutiny of 
new advances, and several of the big banks have pointedly drawn the 
attention of their branch managers to the change that is taking place in the 
climate for lending. 

Some tightening of the credit reins—something less than a violent jerk 
—is evidently necessary if an undue build-up of demand is to be avoided 
this year. The Chancellor’s own reckoning, as the detailed discussion in 
our second article this month shows, really made the case for considerable 
restraint—not, indeed, for restraint on the heroic scale, such as a few pessi- 
mistic commentators had called for, but of the moderate but still significant 
proportions such as we ourselves had in mind in our pre-budget survey 
last month. The smallness of the net burden imposed by the budget was 
not, however, necessarily disquieting; it seemed reasonable to deduce that 
the gap between this meagre {13 millions and the Chancellor’s own reckon- 
ing of excess demand was intended to be closed by monetary action. But 
will that action itself be adequate ? 

Much may turn on the reasons for the new trust in monetary restraints. 
Does it spring from satisfaction at the way in which they worked in, for 
example, 1957? Could it be that the authorities, with some aid from the 
Radcliffe Committee, have come round to the view that the failures in 
1955-56 occurred not merely because Mr Butler’s budget policy was wrong 
but also because monetary policy was too late and too timid in its market 
action and relied too heavily on exhortation? Or has the Chancellor 
merely been persuaded that the monetary armoury is better than it used 
to be, that the weapon of direct control of bank liquidity may be more 
dependable and powerful than were the market measures, plus credit 
squeeze, as hitherto operated ? Unfortunately, is it along this second line 
that the official mind seems to be running. This, clearly, is the moment 
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to consider afresh the implications of the special deposits system—and to 
profit from the insight to be gained by examining what the Radcliffe 
evidence discloses the authorities themselves to have thought about it. 

The special deposit plan was devised by the Bank of England; but it is 
now known that this was not done, as the 1958 announcement* had implied, 
specifically in response to the Chancellor’s request then for a long-stop to 
justify him in dropping his quantitative restriction of advances, but at a 
much earlier stage, simply as part of the Bank’s hypothetical thinking 
about the whole range of possible modifications in techniques of credit 
control. A memorandum on this subject was prepared by the Bank in 
1957, at the request of the Radcliffe Committee. From a study of this 
document, together with a supplementary memorandum from the Treasury 
and the oral examination of the official witnesses by the Committee, it is 
possible to trace the precise genesis of the plan—and likewise to observe 
the Bank of England’s strong distaste for it. The second series of extracts 
from the Radcliffe evidence, which we publish this month on pages 323-336, 
is wholly devoted to this subject. 

The Governor then made it clear that if any formal reinforcement of 
market controls was needed, the Bank would regard a return to the war- 
time system of Treasury deposit receipts as by far the most objectionable 
of the alternatives; the least objectionable would be the special deposits 
system, because the funds called from the banks would not pass direct to 
the Government but to the Bank, and because the instrument would be 
one of credit control and not specifically of borrowing. ‘This system was 
also, the Bank thought, clearly preferable to the apparently rather similar 
device of variable liquidity ratios, chiefly on the ground that it would leave 
the banks free to follow their accustomed liquidity conventions, but also 
because it might be less liable to evasion.t 

The Treasury in its Radcliffe testimony, like the Chancellor when he 
acted in mid-1958, endorsed both the general argument and the specific 
preference (as the Economic Secretary made plain in the Radcliffe debate 
in the Commons last November); but it put little emphasis on the dis- 
advantages of any such direct action. Having conceded a “ presumption 
in favour of minimum interference’, and the advisability of not making 
any change until it was clear that adequate control could not be maintained 
by the existing system, the Treasury memorandum proceeded with cold 
logic to the conclusion that, in that event, there must be readiness to move 
to “‘ techniques based not on conventional rules and voluntary co-operation 
but on compulsion ’—obviously because of the Thorneycroft pledge, given 
a few weeks beforehand, to control the money supply. 

The Bank of England, in contrast, strongly underlined the disadvantages 





* A detailed description of the technique and mechanics of the plan appeared in The 
Banker in August, 1958; see “‘ The New Monetary Weapon ”’. 

t The Governor, speaking of a variable liquidity ratio, ‘‘ I would back myself at defeating 
it much more easily than imposing it” (Q 2732); but he thought that either device might 
have to be buttressed by rules to restrict the switching of finance from advances to com- 
mercial bills, and perhaps also to exclude commercial bills (or call money secured on such 
bills) from the recognized liquid assets. 
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—detailed in the extract quoted on page 323 below—of any form of com- 
pulsion, especially the loss that would result from displacement of the 
traditional system “‘ unmatched in any other financial centre ” of voluntary 
co-operation between the bankers and the authorities. Such a change, the 
Governor thought, would have adverse repercussions abroad, and he 
riposted tartly when this view was challenged: 


Professor Sayers: Might not the effect . . . be to make people outside this 
country say: “ The British are at last getting their banking system really 


under control. Now we shall see the end of inflation’? ?—Mr Cobbold: 


I think the first sentence would alarm them very much. 


The Bank’s conclusion in November, 1957, was that no amendment to the 
present system was necessary or would be on balance advantageous. 

Seven months later the special deposit plan was announced as a stand-by 
arrangement voluntarily accepted by the clearing (and Scottish) banks— 
after a mere twenty minutes’ discussion with their representatives, as Mr 
Tuke has since disclosed. 'The indicated conclusion surely is, not that the 
Bank had changed its mind, but rather that it saw no great harm in giving 
the Chancellor the reassurance he sought, because it hoped that the plan 
would not in fact have to be put into force. And since no credit restraint 
at all was needed in the twelve months before the Radcliffe Committee 
reported, there seemed a fair chance, thereafter, that the plan would be 
pushed still further into its pigeon-hole. For the Committee reached 
almost the same conclusion as the Bank, though by a very different route. 

Since it believed that “‘ no mere control of the supply of money can be 
expected to do much .. . if the authorities are inhibited in their manipula- 
tion of interest rates’, it saw little worth in a discriminatory control of 
bank liquidity (which is really a device for regulating money supply with 
the minimum recourse to interest-rate action) if that control left other 
lenders and financial intermediaries free to do the business that the banks 
were debarred from doing. The task of monetary restraint, it emphasized, 
was to strike at the liquidity of all such operators, and indeed of the business 
world as a whole. To attempt this by direct action would require an 
unthinkably complex tier-upon-tier of differential liquidity controls; but 
there was no reason yet, the Committee thought, to embark on such an 
exercise. The necessary pervasive effect could be secured by action on 
interest rates, especially medium and long rates. 

This is indeed the fundamental case against the special deposit system, 
or any similar control. The Bank itself had perceived part of this argument, 
since it recognized the possibility that any direct control would have to be 
extended beyond the banks and, more important still, it emphasized that 
such controls “operate primarily on the business of credit-giving, and 
therefore do not replace instruments, such as Bank rate, which affect also 
the willingness to take credit’. That proposition ought at least to dictate 
that any recourse to direct pressures now would be associated with a 
deliberate stiffening of interest rates. But in fact it is everywhere taken for 
granted that the very purpose would be to avoid that stiffening—at least in 
the long market, if not also in the short. 
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For this reason, the special deposit weapon as now conceived, even if it is 
used only as a coercive threat, is in more blatant conflict with basic principles 
and is a much less flexible device than it was as first propounded. Then 
it was to be a supplement to market measures, and a means of controlling 
the banks more flexibly than could be done by the arbitrary directive over 
advances—leaving them, therefore, substantial freedom to decide for them- 
selves how far to meet liquidity pressure by selling investments or by 
restricting advances. Now the target is advances; and it is assumed that 
the banks would not be allowed to circumvent the intended effects by 
realizing investments. The possibility of a second call for special deposits, 
a potent sanction to stop them from trying to do so, would evidently be 
used in preference to the market weapon. Hence the facilities of depart- 
mental purchases, instead of being the means of exacting a penalty as they 
did last February, would apparently be confined to preventing the market 
from being jolted by the transfer of the calls. 


Repercussions on Gilt-Edged 


The implications of such a system are far-reaching and disquieting. 
The superficialists are already claiming that a way has been found of 
saving the gilt-edged market from the pains of further sales by the banks. 
These optimists should look a little further ahead. The mere threat of this 
new strait-jacket has caused leading bankers to regard their gilt-edged 
portfolios, all except the near maturities, as prospectively frozen assets. 
Why, under such a regime, should the banks carry anything but shorts, 
and what will happen to the gilt-edged market and funding prospects if 
they permanently shun the mediums ? The Governor of the Bank was in 
no doubt about this danger: 


I think the insurance companies and all the others would be less likely to 
buy the longer stuff if they felt the clearing banks were either out of the 
market or selling . . . it makes an enormous difference to the general state 
of the gilt-edged market whether the banks are known to be in... 


What, moreover, would be the point of ever trying to keep a margin of 
liquidity if it could at any moment be arbitrarily cut away ? To use direct 
liquidity controls in such a way would not only gravely damage the gilt- 
edged market; it would in the end destroy the banking system’s responsive- 
ness to changes in interest rates as well as in liquidity. 


The Radcliffe testimony makes it clear why the authorities shrank from 
fastening such a control upon the banking system formally, and have 
been trying instead to achieve corresponding restraints informally. But 
they are equally risking a repetition of the mistakes of five years ago. Any 
action that is not market action, fully reflected in interest rates, will fail to 
reach all lenders. It may succeed in curtailing demand in the short run, 
before the by-passing and evasion become serious, and thus may be suitable 
for a short-lived emergency. But this surely is not the condition of the 
economy in 1960, with its almost no-change budget. The Government 
should think again. 
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Estimating the 
Overload 


LTTHOUGH the Chancellor, as our opening article has explained, was 
deliberately vague in his budget prescriptions, he was unusually 
explicit in his diagnosis. ‘The broad survey of current trends in 
the economy, which since the war has provided the prologue to 

the actual budget proposals, was marked this year by a courageous attempt 
to tie percentage labels on most of the main components of demand. 
Consumer expenditure, the Chancellor thought, should be restrained some- 
what by the repayment of hire-purchase debt: “ It is unlikely that the net 
increase in this debt will be nearly so large as last year and this will damp 
down the rise in total consumer demand. I do not expect the rate of 
increase in total consumer demand from now onward to be as rapid as it 
was during 1959, though for a year as a whole the growth over last year 
might well be of the order of, say, 4 per cent”. (The latest provisional 
figures for retail sales suggest that the rise in consumer spending had already 
flattened out in the first quarter of the year.) The volume of goods and 
services purchased by public authorities he expected to rise “* rather faster ”’ 
than last year: the rise between the two calendar years “ looks like being 
about 44 per cent’, compared with an increase of about 24 per cent in 
1959. Public sector investment—which was one of the major expansive 
forces in the second half of 1959—would be 6 per cent higher in the coming 
financial year, he estimated, than in the past year. ‘“‘ A great deal of this 
rise’, he added, “ has already taken place in the early months of the year 
and the rate of growth has been slowing down, so that the pace of the 
increase from now on should be rather less than that figure”’. Private 
sector investment he expected to increase by “ at least 10 per cent ”’ between 
1959 and 1960; in 1959 it rose by only 3 per cent. 

Understandably, the Chancellor was far less explicit when he turned to 
the prospects for the two remaining components of total demand—exports 
and stock-building. On the whole, he seemed to think that there would 
be good opportunities for achieving a substantial increase in exports this 
year—and he left no doubt of the importance that he attached to such an 
increase. ‘The Economic Survey, published a few days before the budget, 
estimated that the volume of imports could be expected to rise at least as fast 
as in 1959 and that there might be a slight deterioration in the terms of 
trade. Moreover, the total flow of capital from Britain to overseas countries 
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is expected to be higher. Clearly, exports will need to rise by rather more 
than the 5 per cent recorded last year if further strain is not to be imposed 
upon the balance of payments. On stocks, the Chancellor suggested that 
‘it does not seem likely that the rate of build-up will go on increasing as 
fast as it did last year ”’. 

Mr Amory offered no guess at the total increase in demand this year 
other than suggesting that the rate of increase would probably be less than 
it was in 1959 (for the two reasons noted above: the slackening in the rate 
of growth of consumer debt and the falling off in the pace of stock-building). 
On the other hand, the reserves of labour and industrial capacity are 
much smaller than they were a year ago. The Chancellor thought that 
there was still sufficient unused capacity (particularly in the capital goods 
industries, where the increase in demand this year is likely to have its 
biggest impact) to enable production “ to continue to grow at a faster rate 
than we could hope to maintain year in year out. But”, he continued, 
‘if we look at the economy as a whole there are some dangers that expan- 
sionary forces already in the economy could lead to overloading’’. It is 
impossible for any outside observer to make a more precise estimate of the 
dangers of overstrain, partly because some of the Chancellor’s figuring 
relates to calendar years and some to financial years and partly because, 
with the improvement in official statistics, attention is being focused in- 
creasingly on the rate of change.in the major variables rather than on the 
prospective change in the year as a whole compared with the previous year. 
The authorities’ access to preliminary information about the first quarter 
of this year must place them at a very considerable advantage in any such 
exercise. None the less, the Chancellor’s own reckoning makes his final 
assessment of the danger of overstrain seem rather mild: “‘ My own judg- 
ment is that the prospective increase in demand .. . is likely at least fully 
to absorb, and might even involve a danger of out-running, the increase in 
production which can be expected ”’. 


The No-Change Budget 


Having thus set the stage for a budget of modest restraint, Mr Amory 
then produced a budget that was to all intents and purposes neutral— 
economically, if not politically. In sum, he proposed to grant concessions 
totalling £27 millions and to cover these by increases in taxation that would 
bring in an additional £40 millions in the present financial year—a net 
impost of only £13 millions on a revenue total of just on £6,000 millions. 
Thanks to the buoyancy of revenue from existing tax rates (itself, of course, 
an index of the prospective expansion in incomes and demand), the above- 
the-line surplus before the budget changes was expected to be only {14 
millions less than the £386 millions realized in 1959-60 despite the fact 
that the tax concessions made in last year’s budget will cost an additional 
£65 millions this year while supply expenditure is expected to rise by some 
£315 millions. ‘The changes made in the budget, as the table on page 296 
shows, raised the expected increase in revenue for the year by £22 millions 
to £350 millions. The prospective surplus, however, was affected by the 
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decision to finance the deficit on the railways by an overt subsidy above- 
the-line instead of persisting in the fiction of financing it by ‘ 
loans below-the-line. 
is put (provisionally) at £90 millions. These changes reduced the pros- 
pective revenue surplus to £304 millions. Relieved of the rail deficit, net 
expenditure below-the-line is expected to be some £78 millions lower at 
£622 millions, the increase in net lending to the nationalized gas, electricity, 
and transport undertakings and to steel companies, colonial governments 
and building societies being almost offset by the decline in post-war credit 
repayments and in net lending to the National Coal Board. The overall 
deficit for the year is thus put at £318 millions, £4 millions bigger than 


BUDGET ESTIMATES AND EXCHEQUER OUT-TURN 
(£ millions) 
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1959-60 1960-61 1959-60 1960-61 
Budget Budget Budget Budget 
Revenue Esti- Out- Esti- Expenditure Esti- Out- Esti- 
mate turn mate mate turn mate 
Income ‘Tax 2,147 2,243 2,478 | Interest on Debt 615 640 
Surtax .. a 171 181 190 | Sinking Funds ‘ 39 39 40 
Death Duties .. 195 227 239 | Northern Ireland .. 79 80 x} 
Stamps .. 68 97 110 | Miscellaneous 10 8 ® 
Profits Tax, Excess Pro- 
fits —Tax and Excess TOTAL CONSOLIDATED 
Profits Levy 274 262 256 FUND SERVICES 728 742 769 
Other Inland Revenue 
uties 1 1 — Supply: Defence .. 1,502 1,504 1,608 
Civil (including 
TOTAL INLAND REVENUE | 2,856 | 3,010 | 3,273 Tax Collection 2,993 | 2,998 | 3,209 
Customs and Excise 2,150 2,282 2,409 Railway Deficit .. nos oo 90 
Motor Duties .. 104 10 113 
TOTAL SUPPLY 4,495 | 4,502 | 4,907 
TOTAL TAX REVENUE .. 5,110 5,400 5,795 
Post Office (Net Receipt) “= 8 4 
Broadcast Licences 35 36 39 
Sundry Loans .. 30 | 34 32 
Miscellaneous .. 150 152 110 Total Expenditure 5,223 | 5,244 | 5,676 
Total Revenue 5,325 5,630 5,980 Surplus ..: ..\%./! 102 386 304 
BELOW THE LINE 
Receipts | Payments 
Interest outside Budget 240 243 275 | Interest outside Budget 240 243 275 
Export Guarantees— Export Guarantees 50 38 35 
Repayments . 7 6 3 | Post-war Credits 89 64 27 
Housing Receip' ts from War Damage 18 13 11 
Votes 8 8 8 | Scottish Special Housing. . 6 4 4 
Local Authorities— Armed Forces—Housing . 2 1 5 
Repayments .. 55 55 56 | Loans to Northern Ireland 
Post Office Capital Re- Exchequer i be 3 — — 
payments from Votes 10 10 12 | Loans for New ‘Town 
Nationalized Industries Development my 31 24 27 
(other than National Post Office Capital Ex- 
Coal Board)— penditure . 41 44 aa 
Repayments 47 47 67 | Loans for House Purchase 25 13 40 
New Towns— Loans to Colonial Govern- 
Repayments .. 1 1 1 ments. 20 8 29 
‘Town and Country Plan- Loans for Development of 
ning—Repayments .. 3 —_ —_ Inventions 1 — — 
Potato Marketing Board Town and Country Plan- 
—Repayments 1 — -- ning Acts 1 — — 
Colonia Development Loans to Colonial Develop- 
Corporation— ment Corporation 10 11 5 
Repayments — 8 1 | Loans to National Coal 
Sugar Board— Board (net) 90 112 50 
Repayments eae — 2 5 | Loans to other Nationalized 
ther .. 2 6 4 Industries 490 424 482 
Transport (Railway Deficit) 
Loans. 88 85 — 
Total B/L Receipts .. 382 386 432 | Loans to Iron and Steel 
Companies — — 18 
Net Expenditure Other Payments — 2 2 
Below Line 823 700 622 
Less Above Line Surplus 102 386 304 
Overall Deficit 721 314 318 ' Total B/L Payments 1,205 | 1,086 | 1,054 
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the realized deficit for 1959-60 and considerably less than half the deficit 
of £721 millions for which Mr Amory in fact budgeted a year ago. Unfor- 
tunately, the budget accounts make no provision for two significant increases 
in expenditure that are certain to fall on the Exchequer this year: the 
increase in doctors’ and dentists’ pay following the report of the Pilkington 
Committee and the further increase in railwaymen’s pay arising from the 
recommendations of the Guillebaud Committee (only the interim award of 
5 per cent made by the BTC last February is included in the estimates). 

Within the fairly close limits that he set himself the Chancellor was able 
to make some small but very welcome concessions, particularly in increasing 
the tax allowances for housekeepers and dependent relatives, in granting 
graduated relief from estate duty for gifts made two, three or four years 
before death, and in abolishing the entertainments duty on cinemas. At 
first sight the proposals to reduce the customs duty on imported heavy 
wines and to make consequential changes in the duties on bottled light 
wines and British wines seem surprisingly out of tune with the rest of 
Mr Amory’s budget. As the Chancellor admitted, however, they had been 
introduced solely in response to the pleas of Portuguese representatives 
during the negotiations for the European Free Trade Association. The 
cost of the Chancellor’s concessions was put at £18 millions in the current 
financial year and about £33 millions in a full year. To this, of course, 
must be added the cost of the proposed repayment of post-war credits to 
widows, disabled persons and persons who have been registered as unem- 
ployed for more than six months, which is put at £9 millions this year, 
making a total cost of £27 millions. 

Mr Amory decided to cover this—indeed rather more than cover it— 
by a further increase in tobacco duty (equivalent to 2d on a packet of twenty 
cigarettes), to bring in an additional £39 millions this year. ‘There can be 
little quarrel with this decision. Far more questionable, however, was the 
decision to raise profits tax from 10 per cent to 124 per cent. This will 
do nothing to strengthen the budget this year—though its yield in 1961-62 
is put at £40 millions and in a “full” year at £65 millions. Although 
the Chancellor defended it on the grounds that the knowledge that the 
increased tax would have to be provided for would have an immediate 
impact on the economy by influencing the current dividend decisions of 
managements, a close reading of the budget speech and particularly of the 
Economic Survey suggests that the increase is really some retaliation on 
companies for their cool response to official pleas for price reductions. If 
this is so, the increase is as misguided as it is likely to be ineffective. It 
has surely been demonstrated sufficiently in recent years that profits tax is 
in fact mainly a tax on company savings. 

In striking thus at profits and tobacco in the cause of disinflation Mr 
Amory’s budget inevitably invites comparison with Mr Macmillan’s budget 
of 1956, the last budget that made a net withdrawal of purchasing power. 
The apparent similarity between the two budgets is increased by the great 
stress that both laid on funding through national savings securities and the 
steps that each took to enhance the appeal of those securities. ‘The main 
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innovations in this budget are detailed in a note on page 285. Undoubtedly, 
the excellent performance of the national savings movement, which chan- 
nelled no less than £339 millions of new money to the Exchequer in the 
financial year, has been a tremendous help to the authorities’ efforts to 
control the credit base (as in its way was the marked build-up of sterling 
balances last year, which enabled much of the increase in Treasury bills 
to be placed outside the banks). Mr Amory would clearly like to think 
that the influx of small savings would again cover his overall deficit in the 
present financial year. At this point, however, the similarity between 
Mr Macmillan’s budget and Mr Amory’s ceases. Mr Amory’s threat of 
‘“ other steps ”’ to restrain credit is far more potent than was Mr Macmillan’s 
“pledge” to achieve £100 millions of economies in the ensuing year. 
If both budgets erred on the side of softness, Mr Amory’s, as our opening 
article has emphasized, at least contained the hint of other action that 
could justify its leniency. 

The most heated discussions generated by the budget, however, have 
centred not in the additional imposts that the Chancellor has chosen to 
propose or in his decision to rely mainly on monetary policy for any restrain- 
ing action this year but in the far-reaching steps that he has decided 
to take against all the most celebrated forms of tax evasion that have 
evolved in recent years. Mr Amory has decided that the Inland Revenue 


THE TAX CHANGES AND THEIR COST 


Estimate for Estimate for 





1960-61 a full year 
£mns {mns 
Income Tax 
Increase in the housekeeper allowance from £60 to £75 —- 0.50 - 0.75 
Increase in the dependent relative allowance from £60 to £75 —- 5.00 —- 6.00 
Introduction of an allowance of £40 for widows and widowers 
entitled to child allowance .. - 1.50 —- 2.00 
Allowing a flat rate of £15 to all adult employees for their 
graduated contributions to National Insurance a Nil - 11.00 
Income Tax and Profits Tax 
Allowing management expenses of unit trusts and making 
them liable to profits tax ri - 3 Negligible - 0.50 
Profits Tax 
Increase in rate from 10 per cent to 124 per cent + 1.00 +65.00* 
Estate Duty 
Graduated relief for gifts made more than two, three or four 
years before death of 15 init cent, 30 —_— cent and 60 a0 
cent respectively ; - 1.00 —- 2.00 
Total Inland Revenue .. —- 7.00 +42.75 
Customs and Excise 
Increase equivalent to 2d on 20 cigarettes. +39.00 +40.00 
Reduction in duties on bottled light wines and all heavy wines - 3.75 — 4.00 
Repeal of duty of 3d a pack on playing cards ss se —- 0.04 — 0.06 
Repeal of entertainments duty on admission to cinemas - 6.50 — 7.00 
Total Customs and Excise +29.00 +29.00 
Net Impost ‘it ei - - os +22.00 +72.00 . 
Post-war Credits 
Repayment to persons who have been receiving sickness 
benefit or registered as unemployed for 26 weeks; persons 
receiving war or industrial injury pensions for 100 per cent “ 
= 9.00 — 0. 


disability ; widows with credits in their own right “ 





* The yield in 1961-62 will be £40 millions. 
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should rub some at least of the gilt off the ‘‘ golden handshake”’ to departing 
directors. Following—after an inexplicable delay—the recommendations of 
the Royal Commission on Taxation, he proposes to tax voluntary payments 
at the end of employment and all payments described as compensation for 
loss of office,* though ‘‘ reasonable ” lump sum payments in the nature of 
superannuation benefits will continue to be exempt. He has also followed 
the Royal Commission in taking action against “ hobby farmers’”’: he 
proposes that loss relief in respect of farming losses—or, indeed any other 
trading losses—should be admitted only if the activities are carried on 
“on a commercial basis and with a reasonable expectation of profit ”’. 
With the same end in view he proposes to repeal Section 142 of the Income 
Tax Act, 1952, which enables a loss in one trade to be set against the profits 
of another trade carried on by. the same person. ‘The most controversial of 
the Chancellor’s proposals, however, related to what he termed “ a particu- 
larly serious matter’: dividend stripping, bond washing and the multi- 
farious ways in which stock market operators can turn their dealings to the 
disadvantage of the Inland Revenue. Such operations have, of course, 
come under fire in several recent budgets; but the ingenuity of the market 
operators is apparently such that as fast as one loop-hole is closed another 
is found. In desperation, therefore, the Chancellor “ reluctantly ” reached 
the conclusion that the Inland Revenue must be given “rather wider 
powers ”’ to deal with such operators. In fact he has proposed a general 
provision against avoidance: ‘‘ where any transaction in stocks, shares or 
securities appears to have been arranged with the object of securing an 
Income Tax or Surtax advantage, the Commissioners of Inland Revenue 
shall be empowered to give a direction or directions in order to nullify the 
tax advantages that would otherwise have been gained”’. Although the 
Chancellor assured his listeners that bona fide commercial transactions would. 
be excluded, the breadth of the powers that would be conferred on the 
Inland Revenue must introduce a large element of uncertainty and dis- 
courage some perfectly legitimate business. ‘The exasperation of the Inland 
Revenue at the seemingly unlimited resourcefulness of “ strippers’ and 
‘washers ” is fully understandable; but is it really impossible to devise a way 
of curbing their activities that does not involve the sacrifice of one of the 
most cherished principles of English law ? 

Less controversially, the Chancellor announced that the Government had 
completed a review of income tax penalties and would include the pro- 
visions for the changes in the Finance Bill. The manifest need for such 
a review was demonstrated by the Hinchy case, discussed in an article 
in last month’s issue of The Banker. ‘These changes and the details of the 
proposed action against tax evasion undoubtedly provide the main interest 
in this year’s Finance Bill, which, of course, is particularly long and 
complex. For accountants and lawyers, at least, Mr Amory has certainly 
not produced a standstill budget. 





* The Finance Bill in fact proposes that the first £5,000 of such payments should be 
exempt from tax and that the balance should be treated for tax purposes as though its 
payment were spread over six years. 
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Divided Europe 


By PAUL BAREAU 


HE division of Western Europe into separate and mutually dis- 

criminating groups would now appear to be imminent and 

inevitable. On July 1 appreciable tariff discrimination between 

the six countries of the European Economic Community on the 
one hand and the rest of Western Europe on the other seems certain to 
begin. This will break up the unity of the eighteen members of ‘the 
Organization for European Economic Co-operation and end the chapter in 
European reconstruction and expansion based on liberalization and non- 
discrimination. It will mark the beginning of a new chapter in which, 
for better or worse, the economic evolution of the region will be dominated 
by the two groups, the European Economic Community and the European 
Free Trade Association. In this chapter OEEC will probably be merged 
into a much wider and looser association, an Organization for Economic 
Co-operation and Development along the lines recommended last month 
by the report of the Group of Four, with the United States and Canada 
as full members and the emphasis shifted from self-help to helping others, 
notably the underdeveloped countries. 

These far-reaching changes need not necessarily be “‘ for worse”. Cer- 
tainly, it would be wrong to take too seriously the off-the-record but much 
publicised indiscretions of Mr Macmillan during his recent visit to 
Washington, where he is reported to have likened the European Economic 
Community to Napoleon’s continental bloc. According to the report in 
The Washington Post, which in its essentials was confirmed in official 
quarters in London, the Prime Minister is said to have recalled in a 
‘* scholarly manner ”’ that it had been Britain’s historic rdle to crush previous 
ambitions to integrate Europe; and that “‘ should France and Germany go 
on the road towards a unified Western Europe, Britain, in the long run, 
had no other choice but to lead another peripheral alliance against it”’. 
He added that “in the time of Napoleon Britain allied itself with Russia 
to break the French Emperor’s ambition”. If this was intended to wean 
the United States from its support of the European Economic Community, 
it was a most unfortunate historical analogy. In any case, it ran counter 
to the thesis consistently advanced by Britain that the European Free 
Trade Association was not intended as a counter-attack on the Community 
but as a buttress from which in time a bridge might be built between the 
Six and the rest of Western Europe. 
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Mr Macmillan’s remarks no doubt reflected the mood compounded of 
annoyance, disappointment and apprehension with which official quarters 
in the United Kingdom have viewed the emergence of the Common Market. 
Understandably, this mood has been heightened by the proposal that the 
Common Market programme should be accelerated, a proposal that has 
brought the prospect of serious trade discrimination within the realm of 
immediate probabilities. The discrimination entailed in the first tariff 
and quota changes under the Treaty of Rome at the beginning of 1959 
was, it will be recalled, effectively moderated by a series of ad hoc com- 
promises and bilateral agreements (such as that between Britain and France). 
Under the terms of the Treaty the next tariff reduction is due to take place 
on July 1 and the first move towards the common tariff that will ultimately 
surround the Six on December 31, 1961. The time-table for the dis- 
mantling of barriers on trade among the seven countries of the European 
Free ‘Trade Association (Britain, Sweden, Denmark, Norway, Switzerland, 
Austria and Portugal) was drafted to synchronize with that of the Treaty 
of Rome. 


Speeding Up the Time-Table 


A plan recently put forward by Professor Hallstein, the President of 
the EEC, proposes, however, to accelerate dramatically the Common 
Market time-table. Under the Hallstein plan quotas on trade in industrial 
goods among the Six would be abolished by the end of 1961, eight years 
before the date envisaged in the Treaty of Rome, and tariffs would be 
cut by 50 per cent, instead of 25-30 per cent, by the same date (the tariff 
cuts due on July 1, 1960, and December 31, 1961, would each be increased 
from 10 -to 20 per cent). Even more important in the context of dis- 
crimination is the further proposal that the first steps towards the common 
external tariff should be taken on July 1 next instead of at the end of next 
year. ‘To give the proposals a liberal tinge the plan also puts forward the 
suggestion that the common tariff itself should be 20 per cent lower than 
it would have been under the Treaty of Rome formula (where it would be 
based on the arithmetic average of the pre-Common Market tariffs of the 
member countries). Discussions are still taking place on the exact timing of 
this acceleration. Voices have been raised within the Common Market, 
notably in Germany and the Benelux countries, to suggest that it would be 
more politic to delay its introduction beyond the proposed date of July 1. 
But whether the date finally chosen be October 1, as has been suggested, 
or even the end of 1960, the principle of acceleration itself has been accepted 
and a hard rebuff dealt to the hopes of negotiating an agreement between 
the EFTA and the Common Market. 

The reasoning that induced Professor Hallstein and his experts to propose 
this acceleration of the Rome time-table can readily be appreciated. They 
wish to consolidate the Common Market as rapidly as possible: in all such 
projects there is a point of no return and they wish to make sure that that 
point is passed as soon as possible. ‘They probably also wish to force the 
pace while Dr Adenauer is still in charge in the German Federal Republic— 
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undoubtedly it is his personal influence that has induced Germany to make 
commercial concessions in order to gain the Community’s political objec- 
tives—and while the Paris-Bonn axis is'as solid as it appears to be to-day. 

Beyond these considerations of tactics and expediency, however, is the 
even more powerful fact that the Common Market is succeeding rather 
better than many of its champions had dared to hope. ‘The United Nations’ 
Economic Commission for Europe, in its recent annual survey, pointed out 
that the growth of trade among the Common Market countries last year 
accounted for about 60 per cent of the increase in intra-Western Europe 
trade, and that the growth of the trade among the Six was accompanied by 
some significant trade diversion from outside countries. In proposing the 
acceleration of the time-table, the Commission of the European Economic 
Community referred to the “ present flourishing state of the Community’s 
economy ”’ and argued from this that there should be a more rapid dis- 
mantling of tariffs and quotas. Moreover, it showed that the growing 
harmonization of members’ economic and trade policies had already achieved 
a partial and automatic acceleration of the Common Market and thought 
that this should be completed by the removal of more trade restrictions 
and by faster strides towards a common tariff. Finally, with its eye turned 
for an approving nod from Washington, the Commission argued that “ the 
sooner economic integration is achieved, the more rapidly and more surely 
will the six Community countries be able to apply a dynamic and outward- 
looking trade policy ”’. 

There is no doubt that the Hallstein Plan has been a very unpleasant 
surprise to countries outside the Common Market. The proposed cut of 
20 per cent in the common tariff may be a good liberal augury for the long 
run, but for the immediate future the faster pace of progress towards a 
common tariff means that substantial tariff discrimination in Europe may 
become a reality some eighteen months before it had been expected. ‘Those 
members of the Community whose existing tariffs are higher than the 
common tariff will eventually be, will make some reduction in their duties 
on imports from outside the Six, while members whose tariffs are now lower 
than the common tariff will raise their duties towards the outside world. 
Since at the same time the Six countries will cut their mutual tariffs by 20 











































per cent, the element of discrimination that will begin to operate in the low- n 
tariff countries—Germany, Holland and Belgium—will be appreciable. t! 
The riposte of the European Free Trade Association to the Hallstein _ 
Plan was a somewhat ineffectual meeting of representatives of the seven \ 
countries in Vienna in mid-March. This elaborated a counter-plan, which B 
was presented to the Six in Paris on March 29 at a conference that included “ 
the eighteen OEEC countries, the United States and Canada. It there fc 
emerged that Britain and its EFTA partners had proposed a broad 20 per pé 

cent cut in all European tariffs this summer. Unhappily, this proposal 
suggested that the EF TA countries had still learned nothing from the long on 
and abortive negotiations that ended with the deadlock on the European th 
free trade area plan in 1958: they were still trying to stave off the formation = 
( 


of the Common Market by reciprocating and trying to widen the impact 
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of its tariff proposals, without echoing its basic political theme of European 
unity. This counter-proposal appears to have been politely pigeon-holed. 

At the moment, therefore, the rift between the Six and the rest of Western 
Europe seems as deep and unbridgable as it did in December, 1958. In 
these circumstances there has been a tendency, particularly in Britain, to 
dramatize the “split’’ in Europe and to visualize it in terms of a trade 
war. In the process there has inevitably been much woolly thinking and 
gross exaggeration, particularly in the attempts made to estimate the damage 
that might be caused to Britain’s balance of payments by the Common 
Market. If the Common Market succeeds in its objective of creating a 
large area within which trade in manufactured products will be free, and 
if at the same time the Free Trade Association does likewise, each side can 
hardly fail to gain not only from its own internal expansion but from its 
contiguity with more prosperous economies. The EEC and EFTA will 
presumably continue to operate under the multilateral code of the General 
Agreement on Tariffs and Trade. Plans are now well advanced for another 
series of tariff negotiations under the aegis of GATT to begin later this 
year. If these succeed, and the common tariff of the EEC is itself cut to 
80 per cent of its originally proposed level, the element of discrimination 
inherent in the Common Market and the Free Trade Association should 
in due course become quite small. The effects that the division of Europe 
into two trading groups may have on the pattern of trade should be swamped 
by the impetus to international trade in general that will be provided by 
the growing prosperity within these large areas of free trade. 


Dangers of Inaction 


While the effects of this division of Europe on trade may thus not be so 
disruptive as many observers seem to fear, its possible effects in other fields 
suggest that Britain in particular should do more than adopt a Micawber- 
like attitude and wait for something to turn up. First, a great deal of 
capital from the United States that otherwise might have come to Britain 
is being attracted to the Common Market and this tendency is likely to 
increase as discrimination becomes more effective. Some British capital, 
moreover, is also trying to secure a foothold in that market. Secondly, 
the large-scale enterprises that will evolve within the Community and that 
will thrive within the homogeneous and contiguous area of the Common 
Market (adjectives that cannot apply to the Free Trade Association) will set 
British exporters a hot competitive pace in third markets. Thirdly, politi- 
cally as well as economically, there seems likely to be an increasing tendency 
for the United States to forge direct links with continental Europe without 
passing through the United Kingdom, as it has tended to do in the past. 

It is more and more widely realized at home that Britain made a colossal 
miscalculation in the post-war years when it refused to identify itself with 
the historic movement towards the unification of Europe. The excuse of 
links with the Commonwealth begins to look very threadbare now that 
Commonwealth preferences are of steadily diminishing significance and seem 
likely soon to lose all value as a bargaining counter. The other well-worn 
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excuse, Britain’s links with North America, looks equally void of substance 
now that the United States has shown a clear preference for the Common 
Market in the groupings that are being formed in Europe. 

The fact that mistakes have been made, however, should not deter 
Britain from taking the initiative even at this late stage. Admittedly, now 
that the EFTA convention has been signed, room for manoeuvre is 
restricted. ‘There could, for example, be no isolated attempt by Britain 
to become a member of the European Economic Community. The most 
promising course of action now would seem to be to make the best of the 
second best and to get the EFTA into effective operation as quickly as 
possible, thereby not only reaping its full benefits but strengthening its 
collective bargaining power in future discussions with the European Eco- 
nomic Community. At the first opportunity a joint standing committee 
should be set up to consider the problems not only of associating the 
EFTA with the EEC but also of bringing the Commonwealth within this 
wider association. In these efforts no attempt should be made to under- 
mine the unity of the EEC. The Community is now an accomplished fact 
with which we must learn to live. Every attempt to oppose it is likely to 
serve only to strengthen it. ‘The most urgent need at the moment is to 
stop regarding the division of Europe in war-like terms to accept the fact 
that a disintegration of the EEC would be a political disaster for Europe— 
including Britain—and to negotiate with the Community in the cause of 
common expansion and prosperity. . 
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Tightening the Law for 
Building Societies 
By-GORDON LEE 


HROUGHOUT the discussions that led up to the new Building 

Societies Bill, which was published at the end of March, great 

emphasis was put on the provision of loans to owner-occupiers. 

That was natural enough. After all, the movement began with 
groups of people banding together to finance the building of their own 
homes. Later the security offered by owner-occupier mortgages attracted 
millions of small investors to the shares and deposits of building societies. 
And finally, in recent years, it was the fact that the “‘ black ” societies were 
doing too little business with owner-occupiers that brought to a head the 
demand for immediate and radical reform of the statutes governing the 
operations of the movement. 

At the moment the owner-occupier definitely holds the centre of the 
stage and seems likely to retain it, since one of the most striking charac- . 
teristics of an affluent society seems to be the desire to have a house of 
one’s own and one of the main effects of the new bill should be to channel 
a higher proportion of building society funds into loans for that purpose. 
About two-thirds of the houses in the United States belong to their occu- 
piers. In this country the proportion is just over a third. It seems certain 
to grow, though, perhaps, not to the dimension it has reached in America, 
where social mobility is higher and the tradition of municipal housing and 
private letting less strongly rooted. ‘The building societies thus have every 
reason for concentrating on owner-occupier mortgages and for appealing 
for savings to the same prudent men who want a home of their own. 

As mutual, non-profit-making, bodies the building societies have always 
to reconcile the interests of their borrowers with those of their lenders. 
That is not easy, since the borrower wants as low a rate of interest as 
possible and the lender as high a rate as he can secure. ‘This platitude lies 
behind the dilemma that confronts all societies when conside1ing the wisdom 
of changing their interest rates. Moreover, as will be discussed below, the 
inertia of rates that it produces has contributed in no small way to the 
growth of abuses that has led to the proposals to tighten up the law. The 
directors and the managers within the movement have constantly to strike 
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a balance between the interests of investors and the interests of borrowers. 
Their task is not made easier by the fact that they tend to measure success 
among themselves in terms of the growth in their assets. More assets 
mean more mortgages, and, so long as investors remain loyal, the cheaper 
the mortgage rate the greater is the growth. 

Last year, expansion was again the aim. ‘The Halifax, which is not a 
member of the Building Societies Association and which has the strength 
and the power to pursue its own independent course, led the way by 
reducing its rates in December, 1958. But it was not until the composite 
rate of income tax paid by thé societies came down that the Association 
recommended a reduction. The decision was not taken without much 
heart-searching and, in the upshot, not all member societies brought the 
rates down to the recommended rates of 3} per cent, net, on shares and 
54 per cent on new mortgages. Some of them, fearful of withdrawals, left 
their rate on shares unchanged at 33 per cent, net. ‘Throughout the summer 
and the autumn the inflow of savings remained buoyant and, as the accom- 
panying tables show, the movement enjoyed yet another record year. Then 
the flow of new savings began to slacken. Not dramatically, but sufh- 
ciently so to force a good number of societies to impose quotas on new 
mortgages. Other societies found that the boom in industrial equities was 
a counter-attraction and at one moment some saw in unit trusts a rival 
almost as serious as national savings. 


New Rates in Sight 


Early this year, the wisdom of last summer’s reduction in rates began 
to be widely questioned. Doubts multiplied, especially after the increase 
in Bank rate in January and after the March returns had shown a further 
tailing off in the net inflow of savings. Then, the budget brought an 
increase in profits tax (which the societies, much to their dislike, have to 
pay on their surpluses) and added to the competitive attractions of national 
savings. In addition, the composite rate of income tax that the societies 
pay on behalf of their investors is likely to go up (from 5s 14d in the £ 
to possibly 5s 44d in the £), thus further reducing the margins available 
for reserve appropriation, a matter of serious concern to those societies 
anxious to keep their reserve ratios up so as to retain trustee status. 

Not without some reluctance, the building societies have faced up to 
these unpleasant facts. ‘The Building Societies Association had made no 
recommendations as this article went to press. But a rate of 34 per cent, 
net, on shares is now acceptable to practically all its members: the debate 
among them just after the budget, indeed, was not what the rate for 
investors should be but what the mortgage rate ought to be. If it is restored 
to 6 per cent the improvement in margins would be only slight. Societies 
anxious to build up their reserves would undoubtedly prefer to see a rate 
of 6} per cent. 

If an increase in rates means that the movement is now more prepared 
to recognize that long-term stability in rates is difficult, if not impossible, 
to achieve, it is to be welcomed. ‘Too often in the past the societies have 
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kept their rates down and have had to ration their mortgages, turning away 
applicants offering first-class security and treating the applicant whose 
security was anything less than first-class with disdain. Inevitably—and 
in ninety-nine cases out of a hundred rightly—they have plumped for 
safety. Their lending has followed the market, concentrating typically on 
the suburban house with three or four bedrooms which commands a ready 
sale. The big, the old and the unconventional—to the occasional chagrin 
of architects as well of householders—have not had much appeal to them. 

In itself this rationing has provided a powerful encouragement to the 
growth of mushroom societies, offering over-the-odds for funds and charging 
over-the-odds on mortgages. ‘They could and did satisfy those borrowers 
who were turned away by other, more prudent, societies. If the mush- 
room societies had confined their activities to such lending no one would 
have been unduly worried. Unfortunately, they did not. The title of 








TABLE I 
BUILDING SOCIETIES COMPOSITE BALANCE SHEETS 
1957 
LIABILITIES f{mns_ Per cent ASSETS {mns_ Per cent 

Shares .. ne . aa 86.3 Mortgage balances . ae 84.1 
Deposits a be 189 7.8 Investments (book value) 304 12.6 
Other liabilities - 32 1.4 Cash ay a 59 4.9 
Reserves ne a 108 4.5 Other assets ne a 19 0.8 
2,408 100.0 2,408 100.0 

1958 
Shares .. es | 86.3 Mortgage balances . a 83.1 
Deposits - - 198 7.6 Investments (book value) 351 13.4 
Other liabilities Ap 37 1.4 Cash a my iy 68 2.6 
Reserves 7 ill 117 4.5 Other assets gi x 22 0.9 
2,617 100.0 2,617 100.0 

1959* 
Shares 2,520 86.9 Mortgage balances . 2,400 82.8 
Deposits “a 220 7.6 Investments (book value) 400 13.8 
Other liabilities 30 1.0 Cash . ae 70 2.4 
Reserves 130 4.5 Other assets 30 1.0 
2,900 100.0 2,900 100.0 








* Approximate 


‘‘ building society ’’ was abused, being used as a bait to attract new savings 
from an unsuspecting public to finance property speculation and develop- 
ment. Even that could not have been condemned out of hand if the 
investors had been told how their savings were being used. But they were 
not. Loopholes were found in the law and the device of accommodation 
companies used to keep investors in the dark. They may have thought 
their money was being lent on the security of owner-occupier mortages; 
in fact it was being used to finance property deals—and in some instances 
deals in which the directors of the society had a direct or indirect interest. 

Because building societies enjoyed so much favour with investors and 
because they operated under old-fashioned friendly-society law, property 
dealers found there were few obstacles in their way in attracting new savings, 
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and that even these could be easily circumvented. They did not mind 
offering high rates of interest (4 or 5 per cent, tax paid) because at one or 
two removes fat capital profits awaited them. ‘These profits arose out of 
the difference between the investment value of blocks of property at con- 
trolled rents and their sitting tenant value. They arose, too, after many 
rents were decontrolled, out of the difference between sitting tenant values 
and free market prices. In both cases, building society money could and 
did provide the finance for the initial purchase by the dealer and later for 
the mortgages to owner-occupiers. It also, on occasion, provided the 
money for a series of take-over bids in property companies. In all, it gave 
a handful of sharp and shrewd dealers the chance to speculate with some- 
one else’s savings with considerable profit to themselves. 


Protecting the Investor 


The new Building Societies Bill is designed to prevent such abuses. 
occurring in the future. The most important clause in the bill secures 
this end by prohibiting a new society from making any special advances. 
in its first year and any established society from lending more than 10 per 
cent of its total advances in any one year as special advances. Special 
advances are defined as advances of any amount to a corporate body; 
advances of more than £5,000 to any person; and advances that would 
raise the mortgagor’s total debt to more than £5,000. Supplementary 
clauses provide that where special advances already amount to between 
10 and 25 per cent of total advances new special advances will be limited 
to 24 per cent in the following year, and where they already exceed 25 per 
cent of the total no further special advances can be made in the ensuing 
year. The bill, however, gives the Chief Registrar of Building Societies 
the power to raise these limits at the request of an individual society if he 
is satisfied that the special advances will be used to finance the building 
of houses or flats to let. If any society fails to comply with these regulations, 
the Chief Registrar is given the power to petition the Courts for a winding-up 
order. The bill also prohibits any manager, secretary or director of a 
society, or anyone with a financial interest in the property concerned, from 
making a valuation and it requires any director with an interest in a con- 
tract (such as a shareholding in a company to which the society is to make 
an advance) to declare that interest to his fellow directors. 

The effect of these provisions will be to confine the bulk of new mortgage 
business to owner-occupiers. ‘They will do so, moreover, without the draw- 
ing of nice legal distinctions between owner-occupiers and other types of 
borrowers. They leave a reasonable margin for advances to builders, 
commercial operators and the like, though it may have the incidental effect 
of making the big individual mortgage on a large and expensive house a 
little more difficult to obtain. The much-needed element of flexibility is 
provided by giving the Chief Registrar discretionary powers on lending on 
newly-built tenanted property. 

The bill should thus effectively curb the activities of many of the 
‘“ black ”’ societies, since they will find that if they cannot use their money 
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for property development and speculation it will not be worth their while 
to offer high rates of interest to the investing public. Building societies 
will thus no longer be a source of easy finance for property dealers. But 
there is no point in going to the extreme and arguing that the activities of 
these dealers should be curbed directly. In assisting economic mobility, 
they perform a useful job and it would be undesirable to deny them all 
access to savings. One possible solution would be to allow them to appeal 
for deposits from the public as limited companies, just as hire-purchase 
finance companies do, but so to regulate their activities by law that deposi- 
tors are informed exactly of the purposes for which their savings are being 
used and are given sufficient indication of the risks involved. 

As well as imposing these restrictions on mortgages, the bill lays down 
new conditions governing the investment of liquid balances. Under the 
old Acts, investment was confined to trustee securities but, as the Scottish 
Amicable affair showed, the fall in the prices of gilt-edged securities made 
investment in long-dated Government stocks neither particularly liquid nor 
particularly safe. Since the Trustee Acts themselves are to be amended 
so as to enable trustees to invest in equities, which would not be an appro- 
priate form of investment for building societies, the opportunity has been 
taken in the new bill to sever the statutory connection between the invest- 
ment powers of trustees and those of building societies. The bill provides 
that when new securities are purchased—and only then, for its clauses are 
not retrospectively applied to securities the societies already hold—they 
must be chosen from a scheduled list prescribed by the Registrar with the 
consent of the Treasury. It is not the Government’s intention, apparently, 
to include either equities or long-dated or undated gilt-edged stocks in that 
list. ‘The broad intention will be to include in it: national savings certi- 
ficates (but not premium bonds); deposits with local authorities at not 
more than seven days’ notice; short-dated fixed interest securities, including 
loans and mortgages, issued by the Government, local authorities, national- 
ized industries and public boards; and short-dated fixed interest securities 
issued by Commonwealth governments or by the World Bank. In effect, 
these provisions will give statutory force to the investment policies already 
adopted by well-managed societies, and will serve the useful purpose of 
reminding others that unquoted long-dated local authority mortgages are 
not really liquid assets at all. 


More Power for the Registrar 


The clauses on mortgages and investments should ensure that the 
societies’ affairs are conducted with prudence. Other clauses ensure that 
they will be conducted with probity. It will, for example, be made virtually 
impossible to start a new society or to resurrect an old one unless its sponsors 
are prepared to put a substantial sum of their own money into it and to 
leave it there for five years. Equally, it will be impossible for a new society 
to give itself an undesirable or misleading name. Of even greater im- 
portance, the Chief Registrar of Building Societies has been given very 
wide powers to investigate the affairs of any society, to control the manner 
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and form of advertisements and to prevent a society from accepting any 
further receipts of money from investors. Under the old Acts, the Registrar 
could only issue a “stop order”’ on advertising and he had no statutory 
power to prohibit a society from accepting any new savings offered to it. 
Under the new bill he has the power to prohibit absolutely the receipt of 
any new money on shares and deposits where he “ considers it expedient 
so to do in the interests ” of investors or potential investors. If, after he 
has issued such an order, he is not satisfied that a proper proportion of the 
society’s funds is being used to repay old investors, he can petition the 
Courts for a winding-up order. The powers given to the Registrar are so 





































TABLE II 
TEN LARGEST SOCIETIES: SHARES AND DEPOSITS* 
(£000s) : 
1957 1958 1959 | 
With- With- With- 
Inflow drawals Inflow  drawals Inflow  drawals 
Halifax .. 85,375 50,258 $9,041 60,339 105,489 68,877 ( 
Abbey National .. 48,826 39,098 57,239 41,444 78,870 47,944 
Co-operative Permanent... 36,547 23,486 42,428 29,942 45,866 39,324 ‘ 
Woolwich Equitable 20,511 17,437 18,479 18,595 32,554 20,954 I 
Leeds Permanent. . 19,373 15,484 18,923 17,590 26,079 17,434 
Provincial . . 11,091 9,906 13,441 10,924 17,908 12,604 t 
Alliance ; 13,708 9,743 14,912 10,546 13,712 12,037 i 
Burnley... 7, 8,501 7,876 10,026 8,281 12,637 9,329 
Leicester Permanent 6,989 5,593 11,583 7,097 13,678 6,451 t 
[.eek & Moorlands 5,482 5,296 6,077 5,546 9,020 5,839 i 
MORTGAGE BUSINESS Si 
Balances 
1957 1958 1959 Out- 
Ad- _Repay- Ad- ___—‘ Repay- Ad- Repay- __ standing 
vances ments vances ments vances ments  End-1959 
Halifax ‘ 66,675 44,744 66,702 50,226 81,656 60,799 357,640 
Abbey National 38,622 35,856 41,014 37,856 62,805 44,889 288,609 Ce 
Co-operative Perm.. 29,064 21,042 30,265 24,511 33,385 31,255 182,071 pe 
Woolwich Equitable 16,086 16,754 17,372 16,986 27,359 20,265 133,346 ' 
Leeds Permanent .. 16,159 14,825 13,525 14,955 20,093 17,727 104,767 gl 
Provincial 8,409 9,723 8,386 10,109 16,001 11,910 69,539 m 
Alliance 11,288 8,742 9,437 9,253 14,201 11,912 59,968 
Burnley ‘x 7,900 7,817 7,174 7,878 11,683 9,128 50,722 in 
Leicester Permanent 8,031 6,933 8,705 6,515 15,477 8,829 52,620 m 
Leek & Moorlands. . 5,000 5,518 4,985 5,540 7,950 6,650 37,502 ” 
TOTAL ASSETS AND MARGINS FOR RESERVES 


MARGINS FOR RESERVES 
PER £100 OF TOTAL 





investments. 
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TOTAL ASSETS ASSET 

1957 1958 1959 1957 1958 1959 

s d s d s d 

Halifax .. 344,012 389,865 440,634 4 5 6 4 7 10 
Abbey National iy 278,204 304,513 347,017 4 3 4 10 5 4 
Co-operative Permanent .. 162,621 204,523 221,087 2 10 4 3 6 10 
Woolwich Equitable 133,391 138,406 156,002 3 8 6 5 7 8 
Leeds Permanent. . 110,709 116,127 129,228 5 10 6 11 8 1 
Provincial . . a 71,030 76,217 84,404 8 0 8 3 9 9 
Alliance ay 62,937 69,151 73,788 4 8 6 9 10 1 
Burnley... <a 51,429 55,052 60,960 6 0 6 2 7 2 
Leicester Permanen 44,392 50,957 60,333 4 3 4 2 5 10 
Leek & Moorlands 37,900 40,274 45,929 i2 0O 9 2 8 3 


* Figures for the Halifax cover years to January 31, for the Woolwich Equitable and Leeds 
Permanent years to September 30, and for all other societies years to Decem 
+ Excluding profit on sale of investments and before deducting amounts written off 
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wide and so far-reaching that it has already been asked whether some form 
of special machinery for appeal against his decisions should be set up. As 
the bill now stands, the only appeal would seem to lie either in the Courts or 
in a question in the House of Commons to the Chancellor of the Exchequer. 
The opportunity is also taken to give the whole of the law relating to 
building societies a new look. ‘The rights of members are more carefully 
defined, so as to give shareholders in building societies similar rights to 
those given to shareholders in limited liability companies by the 1948 
Companies Act. ‘Thus, for instance, the right to vote, by person or by 
proxy, is Clearly established as also is the right to receive a copy of the 
report and accounts, properly certified by qualified accountants. A register 
of members is also to be kept (showing names and addresses only, on the 
grounds that shareholders and depositors in a building society are more 
akin to depositors in a bank than to shareholders on a company register). 
That register is open on request for inspection so long as the request is 
not regarded as “frivolous’’. An attempt may perhaps be made at the 
committee stage of the bill to define this right to inspection rather more 
strictly. The effect of these regulations will be to bring members of a 
building society much more closely in touch with its affairs and to ensure 
that the information they may require to judge how well and honestly it 
is being managed is readily available to them. There is no equity in a 
building society, but the new legislation would put a society’s shareholders 
in a position analagous to that of ordinary shareholders in a company: the 
society’s directors would, for one thing, be more accountable to them. 


Aiding Weaker Brethren 


The new bill, having defined so exactly what a building society can and 
cannot do, throws in for good measure a series of provisions that make it 
possible for the stronger societies to come to the aid of weaker ones. It 
gives the societies the right, which they did not have before, to establish a 
mutual guarantee fund and to insure their funds so as to protect their 
investors against loss. It is to be hoped that it is insurance rather than a 
mutual guarantee fund that will prove attractive to the societies, since the 
insurance premium entails an outside view of the risks involved. Where, 
moreover, a society is in “ financial difficulties ’’ another, with the Registrar’s 
consent, can lend it money. Had such a clause been effective at the time 
of the Scottish Amicable affair it is doubtful whether that society would 
have been absorbed completely by another. With the law as it was, a 
merger was the only way in which help could be given. Mergers, too, are 
given consideration in the bill, which requires shareholders, once a transfer 
of engagements is contemplated, to be informed of the finances of the 
societies concerned and of the terms on which the merger is to take place 
(including, it should be noted, details of any compensation paid to the 
directors). ‘This clause should prevent any repetition of the scuffle that 
occurred over the take-over of the Sheerness and Gillingham Society. 

The reform of building society law proposed in this new bill is radical 
and thorough-going. It is now for the societies to consider what sort of 
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future the new legislation offers them. It gives building society share- 
holders and depositors a measure of protection enjoyed, as yet, by few, if 
any, others. It protects the title of building society from abuse. It ensures 
that investors can deposit their savings freely and safely. Where there are 
risks it sees to it that they are exposed to the investor’s view. Share- 
holders and depositors in building societies could hardly wish for more. 
Nor could the societies themselves. 

Protected from abuse and misrepresentation, it is now up to the building 
society movement to get on with its job of lending money on property 
mortgages safely, freely and competitively. Without sacrificing the stand- 
ards of valuation and financial prudence, of which they are justly proud, 


TABLE III 
GILT-EDGED HOLDINGS, LIQUIDITY AND RESERVE RATIOS 
(£000s) 
Investments at Investments at 
Book Value Market Value 
1958 1959 1958 1959 
Halifax “. - + in 65,416 77,590 68,144 79,540 
Abbey National 63 ca - 40,647 55,271 39,822 54,670 
Co-operative Permanent .. +s 30,864 32,367 29,214 31,242 
Woolwich Equitable - ~ 15,786 16,463 13,912 14,775 
Leeds Permanent .. - - 13,986 21,480* 13,900 21,480 
Provincial .. - - ‘“ 10,273 11,498 10,130 11,446 
Alliance - ‘ - ws 11,547 10,485 11,050 * 9,033 
Burnley cd i bn i 7,485 8,166 7,409 8,048 
Leicester Permanent a as 5,622* 5,166* 5,622 5,166 
Leek & Moorlands .. - - 4,564 5,832 4,341 5,636 
Liquidity Ratio Reserves Ratio 
At Book At Market At Book At Market 
Values Values Values Values 
1958 1959 1958 1959 1958 1959 1958 1959 
Halifax ” - .. 18.4 18.6 19.0 19.0 3.7 3.6 : he a 
Abbey National in « ee Ee 4 4 > meee Oe ae 6 
Co-operative Permanent .. 15.8 15.9 18 89.5 28 2.9 2.0 2.4 
Woolwich Equitable % ie vee a2 6a 4.35 4.2 30 ta 
Leeds Permanent .. ane, he. m 16.1 17.7 ae oe oe 
Provincial .. .% .. 18.8 16.8 18.6 16.7 6.4. 6.3 6.2 sa 
Alliance - - << a 18.1 15.8 ia F 2.0 2.8 
Burnley ‘5 ¥ i eae. aoe 16.9 15.7 4.2 4.2 4.1 4.0 
Leicester Permanent a ive SRE “4.2 is ae 3.2 5.9 3 
Leek & Moorlands .. ; 16.0 17.0 15.6 16.7 5.1 4.9 4.5 4.5 


* After writing down investments 


the societies must try to satisfy the mortgage demands made upon them. 
If that means putting up interest rates, the rates should go up. Rationing 
by the price of money is much to be preferred to arbitrary rationing by 
quotas to local offices. If it means differences in rates between individual 
societies, that would be welcome: competition for savings and for mortgages 
would establish economic limits. 

Unfortunately, however, the Government has put a stumbling block. in 
the way of freedom to compete on rates by accepting the recommended 
rates of the Building Societies Association as the criterion for its own loans 
under the House Purchase Act. Were it not for that obstacle, the case 
for the Association’s continuing to recommend rates would not be strong 
in a new and protected future. 
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Passing the Buck 


SHALL make short shrift of the budget, so far at least as its fiscal 
aspect is concerned. I think it would have been better if it had been 
a little stiffer and had removed nearer £100 millions of current demand 
rather than a problematical £13 millions. Moreover, I am not much 
enamoured of some of its details. As a demand-remover, I don’t see 
much point in the profits tax increase which cannot be relied upon to have 
any immediate effect on either consumer or investment spending—and the 
inference to be drawn from the Chancellor’s speech seemed to be that what 
was necessary was quick action. ‘A touch of the brake” that does not 
take effect for the best part of two years does not on the face of it seem 
very useful.: Nor do I like Mr Amory’s proposal to include in the income 
tax law what he called ‘“‘a general provision”, which might be better 
termed a fishing or foraging licence, enabling the Inland Revenue to tax 
the fruits of “‘ any transaction in stock, shares or securities . . . which 
appears to have been arranged with the object of securing an income tax 
or surtax advantage’”’. ‘This is a highly undesirable type of legislation, 
more suited to a totalitarian regime than a free one, and one can only hope 
that the Chancellor can be prevailed upon to drop his idea before it is 
enshrined in the statute book. In any case, it might be more profitable if 
the Chancellor were to investigate the taxability of the “ fringe benefits ” 
so widely spread among employees to which an evidently well informed 
correspondent of The Times recently drew attention. 

However that may be, I am much more interested in the hints of fresh 
developments in the field of monetary policy which the budget speech 
contained. Mr Amory’s remark that it was “likely that the time may 
soon arrive when it would be right that we should take other steps [i.e. other 
than the January rise in the Bank rate and open market operations] to 
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restrain further expansion of private credit’’, has been widely read as 
expressing a contingent decision to put into force the “ special deposits ”’ 
scheme, reluctantly agreed to by the banks in the summer of 1958. If so, 
it will certainly be an interesting experiment. On the face of it any device 
aimed at the restriction of private credit must, in a money market as free 
as ours, lead to a rise in interest rates, though the rise might not affect all 
parts of the “spectrum” of rates. In the case of “special deposits ”’, 
presumably interest charges on bank loans and overdrafts would not be 
raised as they would be following an increase in Bank rate. On the other 
hand, one must suppose that, unless the authorities took direct steps to 
prevent it, the call for special deposits would give rise to fresh sales of gilt- 
edged securities by the banks, so that they might restore their liquidity 
ratios. Are these desirable consequences ? They certainly do not seem so 
tome. ‘The object of the exercise being to reduce bank loans or at any rate 
to slow down the pace of their expansion, why resort to this roundabout 
technique ? Why beat about the bush? The natural way of getting bank 
loans repaid and checking the demand for new ones would be to raise the 
interest charged on them. If this is not to be done, one can only suppose 
that the reasons for not doing it are “‘ political’ and that the authorities 
rather than face the unpopularity of aiming a direct blow at expansion by 
charging industry more for its credit, are ready to pass the buck to the 
banks and perhaps to the gilt-edged market. ‘The banks, in that case, 
will be back in the odious position of having to choose arbitrarily between 
customer and customer without being able to assign any satisfactory reason 
for their discrimination. And if, as has been suggested, the authorities 
were to put a half-nelson on the banks by countering, or threatening to 
counter, any sales of gilts by fresh demands for special deposits, the position 
of the banks would become more odious and arbitrary still. I confess I 
find it impossible to understand why anyone should wish to resort to such 
a tortuous and disingenuous new device as these new “ special deposits ” 
may turn out to be, in preference to the honest, straightforward and well- 
tried expedient of raising the Bank rate. 

As for the poor old gilt-edged market, is it really fair to face it with the 
possibility of a gratuitous fresh wave of bank selling? Is it good policy 


R. MEES & ZOONEN 
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for the authorities to risk putting themselves in a position in which they 
might have to withdraw further large amounts of stock from the market ? 
We now have figures of the net official purchases of stock from the public 
in the year to end-September last. The total was {£291 millions which, 
as a matter of interest one can set against the amount of sales of investments 
by the clearing banks in approximately the same period, 1.e. mid-September, 
1958 to mid-September, 1959, which was £413 millions. 


Vigorous De-funding 


These figures present the latest of many indications of the persistent 
demoralization of the gilt-edged market. The combination of two forces, 
namely, the natural rise in the long-term rate of interest due to present-day 
economic conditions: and the cumulative loss of confidence in the stability 
of the currency, has now produced a situation in which the Government 
can only borrow on securities repayable, if not on demand then at such 
short notice that they are virtually incapable of depreciation in capital 
value. In the last financial year the Government was, by great good for- 
tune, able to cover the whole of its net new borrowing by issues of the 
so-called (but now more and more miscalled) ‘‘ small savings ”’ securities. 
Instead of £721 millions, the overall budget deficit turned out to be only 
£314 millions and this was provided with a margin to spare by the sales 
of national savings certificates, defence bonds, premium bonds and additions 
to savings banks deposits. 

A corollary of this experience was to be seen in the Chancellor’s decision 
announced in the budget speech to increase still further the attractions of 
these National Savings Committee issues. The terms of the premium 
savings bonds are to be improved by raising the prize fund from 4 per cent 
to 44 per cent of the outstanding amount of the issue and by offering some 
prizes of £5,000, while the maximum holding of any individual is to be 
increased from £500 to £800. This is expensive borrowing. Interest at 
44 per cent free of tax is equal to 74 per cent gross of income tax at the 
present standard rate. While many bondholders are not liable to tax at 
standard rate, a considerable proportion of the bonds must be held by 
surtax payers and the true interest cost of the issue must be appreciably 
higher still. This costly borrowing can, indeed, only be justified by the 
presumption that this is the Government security par excellence to create 
savings which, but for its existence, would never be made. Mr Heathcoat 
Amory announced no change in the terms of the national savings certificates 
(though the maximum holding is to be increased), but he did announce the 
early issue of a new series of 5 per cent defence bonds (repayable at par at 
six months’ notice or at 103 per cent if held for the full seven years), of 
which up to £5,000 may be held by any investor in addition to the maximum 
of the present similar issue, which is presently to be withdrawn. 

In the light of the Chancellor’s new announcements these privileged 
Government issues will no longer be jealously reserved for the “ small 
man’, with the well-to-do or rich man having to content himself with a 
mere tantalizing taste of their benefits. Anybody can now have a tidy 
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Falcon Trust offers modern, trouble-free, investment for 
investment advisers and private investors. Each shareholder 
participates in the activities of over 140 British and Common- 
wealth companies, through a single share certificate. A wide 
spread of investment increases the safety factor. 

Shares are easy to buy—and to sell. 

Prices are quoted daily. 

Net income is distributed twice yearly. 
Assets of the Trust exceed £6,500,000. Formed in January 
1960, Falcon Trust has over 62,000 shareholders. 


FALCON TRUST 


Certified by the Board of Trade to be an authorised Unit Trust 


Managers: UNICORN SECURITIES LTD. 
Members of the Association of Unit 
Trust Managers. 

Trustee WESTMINSTER BANK LTD. 


Price per Share on April 22, 4s. 103d. 
Estimated gross annual yield £4 8s. 4d. 
(calculated in accordance with Board 
of Trade requirements). 


Full particulars from: DILLON WALKER & CO. LTD., DEPT. FD.1. 
(Share distributors for Falcon Trust), WATLING HOUSE, 12-16 WATLING ST., LONDON, E.C.4 
or from any branch of the Westminster Bank. 
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little fortune of close on £10,000 invested in Government securities that 
combine an excellent rate of interest with high liquidity and immunity from 
price fluctuation. ‘This is its constitution: 


2,000 5 per cent Defence Bonds, old issue 

5,000 5 per cent Defence Bonds, new issue 
800 Premium Savings Bonds 
900 National Savings Certificates (present issue) 
600 Savings Bank Deposit 


£9,300 


(Note: Interest on defence bonds is liable to both income tax and surtax but £3 per cent 
premium on redemption is tax free; premium bonds and savings certificates are free of all 
taxes; interest on savings bank deposits up to a maximum of £600 [£15 annual interest] 
is free of income tax but not of surtax.) 


I must not forget to add that the great majority of local authorities have 
been driven to finance their long-term investment programmes by short- 
term borrowing at rates in the range of 54 to 52 per cent. What we are 
witnessing at the moment is a public sector de-funding movement on a 
scale not hitherto experienced. 


Over the Hump? 


Now I am going abruptly to box the compass and ventilate a point of 
view which, if not diametrically opposed to the one I have been presenting, 
contrasts sharply with it. It does seem quite possible that the financial 
strain through which we have been passing is ending, whether “ of its own 
accord” or in response to the measures already taken. In that case the 
other steps of which the Chancellor spoke may not be needed or, if they 
are put into effect, could within a short space of time be relaxed. Several 
indications point in this direction. First and foremost is the behaviour of 
stock markets, which both here and in America passed a peak some months 
ago. Ifthe stock markets a year ago were accurately forecasting the upsurge 
of business activity that followed, may they not now be accurately fore- 
casting a halt, if not a reversal, of the expansion in industrial production ? 
Equally, and perhaps even more significant, has been the very sharp drop 
in American short-term interest rates in recent months. 

In any case, direct observation of American business conditions by com- 
petent experts is now leading to distinctly less confident conclusions than 
three or six months ago. The First National City Bank of New York, in 
its April letter, notes the slight decline in the Federal Reserve Board’s 
index of industrial production in February—there was a further small fall 
in March—and speaks of business having reached a plateau, a “ high level 
plateau ”’ indeed, but a plateau nevertheless. ‘The New York correspondent 
of The Times has spoken of the continued “ sideward movement” of the 
American economy and of the uncertainty about how long it would persist 
and “‘ whether a renewal of expansion or a decline ’’ would ensue. 

Unless the outcome in America is a quick renewal of expansion one must 
expect that we here shall experience repercussions in the shape either of a 
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sideward movement of the economy or of an actual decline. Since about 
April, 1958, America has led us by a few months in industrial recovery. 
It would be natural now that she should lead us across the high plateau, 
whether ultimately to a fresh upward or to a downward slope. Unless it 
should be the latter and unless the slope should be precipitous, there is no 
reason why we should worry. Some slackening of the financial tension of 
the past six months would have great advantages. It would help to hold 
back a new access of hyper-full employment and to preserve the purchasing 
power of sterling. It would contribute to gradual recovery of popular 
confidence in British Government stocks (as distinct from the national 
savings issues) which, it is now evident, is going to be a much slower 
process than might have been hoped. 

Whether, apart from the boiling over of the share markets, there are 
already definite signs on this side of the Atlantic of a slackening of the 
strain is perhaps not yet certain. One is disposed to think that there are, 
though the further widening of the “ trade gap ”’ in the first quarter of the 
year is not very reassuring, despite official attempts to play it down. How- 
ever, we should soon know whether we are over the hump. 





An Artist's Sketchbook: No. 73 


BRITISH BANKS IN TOWN AND COUNTRY 


National Provincial Bank, 
Corn Street, Bristol 


scale and several resembling the London clubs of St James in 
their external elevations. Much of the architecture is nineteenth 
century and in one or other of the Classical styles. The old bank branch 
of the National Provincial could not belong to any but the Victorian age. 
The highly wrought massive elevations were no doubt, deliberately designed 
to impress customers. Characteristically Victorian are the keystones of 
the ground floor arches, carved with heads of fierce military men com- 
plete with heavy moustaches. At the top of the building the tiers of 
orders are completed by caryatid figures—draped figures of women serving 
as supporting columns for the entablature. 
The building, which was designed as a bank, was considerably altered 
and improved in the years 1908-10 for the Union of London and Smith’s 
Bank. In the wave of amalgamations after the first world war the branch 
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Specially drawn for The Banker 
by Geoffrey S. Fletcher 


became part of the National Provincial Bank. During the last war, staff 
shortages and controls caused the branch to be temporarily closed and its 
business transferred to the bank’s main Bristol office, also in Corn Street. 
When conditions were returning to normal after 1945, however, it was 
decided to reopen the old bank as an active branch and to house a new 
branch of the Trustee Department in the same building. 
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Australia’s Banking 
Reform 


By BRIAN TEW 





HE legislation necessary for Australia’s second banking reform. 

as Dr J. O. N. Perkins called it in The Banker of October, 1957, 

after passing the House of Representatives, was defeated at the 

end of November, 1957, by the appearance in the division lobbies 
of three sick Labour senators.* Last year, however, the Government 
made another and more successful attempt, the outcome of which was no 
fewer than four new Acts on the statute book: the Reserve Bank Act, 1959, 
the Commonwealth Banks Act, 1959, the Banking Act, 1959, and the 
Banking (Transitional Provisions) Act, 1959. 

Under this new legislation, the central bank itself (still incorporating the 
Rural Credits Department) emerged as the Reserve Bank of Australia. 
All the other activities of the former Commonwealth Bank, together with 
additional ones to be carried out by a new Development Bank, have been 
hived off into three new banking institutions, co-ordinated by a new 
statutory corporation, the Commonwealth Banking Corporation. 

Two of the three new institutions now operating under the aegis of the 
Banking Corporation, namely the Commonwealth Trading Bank of Aus- 
tralia and the Commonwealth Savings Bank of Australia, are former 
members of the Commonwealth Bank group. The third, the Common- 
wealth Development Bank of Australia, existed in embryo as the former 
Industrial Finance Department and Mortgage Bank Department, but in 
its new form is clearly intended to break new ground. Its main function, 
as described in a recent press release by the chairman of the Corporation, 
is to provide finance for primary production and for the establishment or 
development of worthwhile industrial undertakings (particularly small 
undertakings) where finance would not otherwise be available on reasonable 
and suitable terms. A primary factor for consideration will be the pros- 
pective profitability of the borrower’s operations. Finance will usually be 
made available by way of term loans repayable over periods suited to each 
individual case. Interest rates will be fixed to take account of the risks of 
the project and its degree of “ essentiality’’. Initially, the maximum rate 
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* See “‘ Australia’s Banking Controversy ” by H. W. Arndt, The Banker, February, 1958. 
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for new business will be 6 per cent. The Development Bank will also, 
like the former Industrial Finance Department, provide hire-purchase 
facilities in appropriate cases for the acquisition of producer goods. These 
loans will initially be at 42 per cent per annum flat, with a reduction of 
} per cent per annum for agricultural tractors and implements. The 
minimum deposit sought will normally be between 25 per cent and 334 per 
cent of the net cash price. A further function of the Bank will be to 
provide advice and assistance to its customers to promote efficiency. 

The Reserve Bank will continue the central banking functions of the 
old Commonwealth Bank; broadly speaking its powers as well as its duties 
will remain substantially unchanged. It will, however, be completely 
divorced from the new Banking Corporation and the Trading, Savings 
and Development Banks: Article 16 of the Commonwealth Banks Act 
incorporates stringent provisions for enforcing a strict separation of per- 
sonnel, and already the Reserve Bank has opened its own offices in eight 
Australian cities and in London. The Rural Credits Department is, 
however, retained within the Reserve Bank, albeit as a separate entity for 
accounting and administrative purposes. The case against a more drastic 
separation of this department from the central bank is that the nature of 
its lending activities—mainly to assist (in the words of the Act) “ the mar- 
keting of primary produce or the processing or manufacture of primary 
produce ’’—makes its chief assets, advances to primary products marketing 
boards, liable to strong seasonal fluctuations, which might give rise to 
unwanted disturbances in the cash base of the banking system. 


Controlling Bank Liquidity 


The new legislation confirms the very far-reaching powers already enjoyed 
by the central bank over the activities of the trading banks. Provisions 
are incorporated in the Banking Act to permit the continued enforcement 
of the pooling of gold and foreign exchange in the hands of the central 
bank, which also retains its powers to control the interest rates offered or 
charged by the trading banks, to determine their advances policy, and to 
obtain from them very detailed statistical returns. Last but not least, the 
Special Accounts at the central bank (which, since 1941, have been used 
to control the overall liquidity of the trading banks) are to be continued 
substantially unchanged under the new title of Statutory Reserve Deposit 
Accounts. The only significant respect in which the new SRD Account 
system differs from its predecessor is that the Reserve Bank is not now 
called upon to prescribe the absolute amount of each trading bank’s blocked 
reserve deposit at the central bank but has instead to lay down (and if need 
be to vary from time to time) a ratio that settles uniformly for all the 
trading banks the amount of each bank’s reserve deposit as a percentage 
of that bank’s own deposit liabilities. This change in arrangements will 
be of only minor importance in practice since the Commonwealth Bank 
had for several years followed the policy of calling up Special Accounts in 
such a way as to keep the ratio of Special Accounts to deposit liabilities 
more or less uniform for all the trading banks. Nevertheless, the change 
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is not without significance: while under the old regime the level of Special 
Account balances did not change unless the central bank took special 
action by making calls or releases (which meant that minor variations could 
develop between individual banks in the ratio of their Special Accounts to 
deposits), under the SRD system there will be automatic fluctuations in 
SRD balances as the total of deposits changes, even if the prescribed ratio 
remains unchanged. ‘“ Doing nothing ”’ has a different meaning under the 
two systems—under the old system it meant making no change in the 
Special Account balances; under the new it means making no change in 
the ratio. This could mean that the banks may have to lodge reserve 
deposits that would not have been required under the earlier system. 
Apart from prescribing the SRD ratio, the Reserve Bank has been given 
no statutory powers to impose reserve ratios on the trading banks, and in 
particular has no statutory right to prescribe a minimum cash or liquid 
assets ratio. Several years ago, however, the central bank secured a volun- 
tary undertaking from the major trading banks that they would not allow 
the ratio to deposits of a selected group of their liquid assets (the group 
known as “LGS assets’’) to fall below an agreed uniform minimum. 
These LGS assets comprise the banks’ cash and their clearing accounts 
(but not their reserve accounts) with the central bank, together with their 
portfolios of ‘Treasury bills, seasonal ‘Treasury notes* and other Common- 
wealth Government securities. When a bank’s LGS ratio declines to the 
minimum it cannot improve it by dealing in its LGS assets, e.g. by dis- 
counting Treasury bills or selling securities, since this would merely represent 
the exchange of one LGS asset for another. The only way in which a 
trading bank could improve its LGS ratio would be by borrowing from 
the central bank, pending the results of other measures designed to restore 
liquidity (e.g. restriction of lending). ‘The interest rate on these central 
bank loans to trading banks is not published and is determined according 
to the circumstances of the individual case. Collateral is not required. 
The exact percentage of the agreed LGS ratio has never been officially 
divulged: the Commonwealth Bank’s Report for the year 1956-57 said 
that “‘the central bank had regard for the assurance given by the major 
trading banks that each of them would direct its policy to ensuring that 
the ratio of its liquid assets plus government securities to deposits (LGS 
ratio) would not fall below an agreed uniform minimum ”’, but failed to 
say what that uniform minimum was. Even to-day our knowledge of the 
size of this ratio is limited to Professor Arndt’s unofficial estimate of about 
14 per cent.t But whatever the precise size of the agreed minimum LGS 
ratio, its observance by the trading banks is the key to the modus operandi 





* Seasonal Treasury notes, introduced in November, 1959, are three-month IOUs which 
the Government offers to the public and, in limited amounts to the banks during the 
period of the year when a large seasonal increase in the quantity of money is expected. 
(Seasonal variations in the quantity of money are due inter alia to seasonal variations in 
Government receipts and expenditure, in export earnings, and in advances by the Rural 
Credits Department.) The notes are freely negotiable, and may be rediscounted at the 
Reserve Bank on terms and conditions settled from time to time. 

+ The Australian Trading Banks, p 179. 
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of the SRD system, just as it also was in earlier years the key to the modus 
operandi of the Special Accounts system. For (since Statutory Reserve 
Deposits are excluded from LGS assets) the Reserve Bank can, by increasing 
the SRD ratio, make an equivalent reduction in each of the trading bank’s 
LGS ratio, which is thereby brought nearer to its agreed minimum. 

How far can the Reserve Bank go in exercising this discipline? How 
high, that is to say, can it push the SRD ratio? Legally, at least, to any 
height, subject to the requirement that forty-five days’ notice must be 
given if the ratio is to be raised above 25 per cent. The ratio was initially 
set at 16.5 per cent, which was approximately the ratio which Special 
Accounts bore to deposits when SRD accounts were introduced in January 
this year. In the first two months of the new system there was one change 
in the ratio—an increase to 17.5 per cent in February. 


Cushion from the Money Market 


An interesting aspect of the new system is that LGS assets, the volume 
of which the SRD ratio is intended to regulate, continue to be defined in 
the old way despite the recent development of an Australian money market. 
Short loans to “authorized dealers”? in government securities are not 
included in LGS assets, despite their high liquidity. Does this mean that 
the trading banks are now to some extent able to evade the discipline of 
the Reserve Bank by calling their loans to the authorized dealers and thus 
replenishing their cash (and hence their total LGS assets) ? This question 
cannot be answered without first making a brief survey of the Australian 
money market as it has operated since early 1959. Since February, 1959, 
the central bank has been prepared, under certain conditions, to act as 
lender of last resort to authorized dealers in government securities. These 
dealers accept loans overnight, at call or for fixed periods, in amounts of at 
least £25,000 and invest the funds in “‘ money market securities ’’, which 
have been defined as Commonwealth Government securities with maturities 
not exceeding three years. The central bank approves for each dealer the 
maximum portfolio of money market securities that may be carried and 
establishes a line of credit in favour of the dealer to the extent of that 
approved maximum portfolio. Under the line of credit, which is subject 
to renewal from time to time, the dealer may borrow in the last resort 
from the central bank against lodgment of security. The market has 
attracted considerable support and has increased the demand for short- 
term government securities. Since February, 1959, funds with the market 
have grown from an estimated {A15 millions to approximately £A80 
millions (of this latter total about, £A30 millions came from the trading 
banks); the number of authorized dealers has increased from four to seven. 

In considering whether the trading banks are now able to replenish their 
cash (and hence their total LGS assets) by calling in their loans to the 
authorized security dealers two important points must be noted. First, 
such loans are at present only very small in amount (less 2 per cent of total 
trading bank deposits). Secondly, the Reserve Bank is not necessarily the 
only alternative source of finance available to a security dealer if his loans 
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from the trading banks are called: he may also be able to borrow from 
depositors of the trading banks—in which case the cash holdings of the 
trading banks would not be increased by the recall of their loans. Never- 
theless, in certain circumstances short loans to the money market could 
provide a small cushion to alleviate pressure on the LGS ratio. 

Why has this cushion, tiny though it is, been permitted? Why have 
the trading banks not been pressed to count their money market loans as 
part of their LGS assets ? The answer probably is that such a redefinition 
of LGS assets might diminish the trading banks’ appetite for Treasury 
bills. ‘Treasury bills in Australia are not, as in London, traded in a free 
market; instead they are allocated through the tap direct to the trading 
banks, with a rate of discount that may frequently be considerably lower 
than the yield on money market loans.* Hence the decision to exclude 
such loans from LGS assets may be designed to protect the Treasury (qua 
borrower) from the competition of the authorized security dealers. 

The recent developments in the Australian money market mean that 
the Reserve Bank is unusually generous in the facilities it offers gua lender 
of last resort. For not only may the market have recourse to the central 
bank, as in London, but so may also the commercial banks. The market, 
as we have seen, may borrow at any time (though not at a published rate) 
against the only collateral which the authorized security dealers have to 
offer, short-term government bonds. Hence, as we have already seen, the 
banks may have access (admittedly limited) to central bank cash via the 
market. But they also enjoy direct access, in that the central bank will 
always re-discount their Treasury bills, at a rate that is reputed to be the 
same as the issue rate, minus a small commission.t Moreover, the trading 
banks can borrow from the Reserve Bank, though the interest rate is quoted 
ad hoc and could in appropriate circumstances be set at a penal level. 

The reforms introduced by the four banking Acts passed last year and 
by the central bank’s decision to support the development of an Australian 
money market seem to merit the comments that Dr Perkins made (rather 
prematurely in the event) about the stillborn legislation of 1957: 

“The new arrangements go most of the way to meet the strictures 
that the trading banks have made on the existing arrangements. More- 
over, they seem to do so without any appreciable derogation of the 
powers of the central bank . . . it may be to the good that the central 
bank will now have to build up its local representation . . . the Com- 
monwealth Development Corporation [now the Commonwealth 
Development Bank] should prove a worthwhile addition to the 
country’s specialist capital institutions ”’.J 
To this I need only add that the new authorized security dealers, with 
direct access to the central bank, may in due course come to be as important 
in the Australian banking system as are the government security dealers in 
the American system or the discount houses in Britain’s. 








* The rate of discount has been 1 per cent continuously since July, 1952, whereas the 
money market rate early in March, 1960, was over 24 per cent. 
t See Arndt, op cit, p 77. The Banker, October, 1957. 
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THE RADCLIFFE EVIDENCE 


How the “Special Deposits”’ 
Plan Originated 


An invaluable insight into the attitude 
of the authorities towards “ special 
deposits”’, and other possible direct 
controls of the banking system, 1s given 
in their evidence before the. Radcliffe 
Committee—disclosing incidentally, as 
our opening article points out, the 
strong distaste of the Governor of the 


Bank of England for any such devices. 

The principal evidence on _ these 
themes is assembled below, abstracted 
from (1) formal memoranda submitted 
by the Bank and Treasury,* (2) oral 
examination of the Governor and other 
official witnesses, (3) the testimony of 
the clearing bankers. 





From the Bank of England’s memorandum— 


7. If interest-rate policy, even when acting with the full support of general 
economic policy, is unable sufficiently to ensure that government debt 
does not gravitate into the banking system, the difficulty remains that the 
monetary situation will be more liquid than is expedient. . .. Various 
suggestions have been made for amending the system to deal with this 
situation if it persists, while continuing to ensure that the current needs 
of the Exchequer are provided. They all must have one feature in 
common, namely, a measure of compulsion. 


Weaknesses of Compulsory Devices 


8. The following comments may be made on the effect of compulsion :— 
(a) At present the banks observe cash and liquidity conventions which 
rest upon the traditional and proper attitude of a banker that he must 
seek to be in all circumstances good for his engagements. ‘To modify 
such conventions from the outside would be to impose on those affected 
a standard of conduct not founded upon experience of their own 
business. It would be evident that the object of the change was 
not to secure a sounder position of individual banks. For that very 
reason the economic policies of government might be brought in 
question and government credit suffer in the process. 
(5) The more the distribution of bank assets was dictated by government, 
the more responsibility would be implied for their ultimate solvency. 
(c) Much is at present achieved by co-operation between bankers and 
authorities. ‘To introduce an arbitrary standard on a compulsory 
basis must give the banks incentive to rearrange their affairs so as to 
secure the greatest advantage that the law allowed. The virtues of 





* The Bank’s memorandum, ‘‘ Some Possible Modifications in Technique ”’, prepared at 
the request of the Committee and submitted to it in November, 1957; and the Treasury’s 
commentary on this (see page 328 below). 
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informal and flexible methods of persuasion would be lost, and this 
would not be without influence on international opinion. 

(d) It cannot be presumed that compulsory measures could be limited to 
banks whose business is primarily in the United Kingdom. The 
UK business of British and other banks operating mainly overseas 1s 
highly individual. To apply uniform methods of regulation would 
be difficult; might prejudice the standing and operations overseas of 
British banks, and might even provoke unpleasant political and 
monetary reactions in their main centres of operation. 

9. No amendments to the present system will be wholly free from the 
disadvantages, it seems reasonable to accept the following aims for any 
alternative :— 

(a) To regulate the ability of the banking system to grant accommodation 
to the private sector. The method should be one whose existence 
and application was evident not only to the banks but to all borrowers 
from the banks. Its application should take the form of a monetary 
measure, variable from time to time as credit conditions indicated 
and not in direct relation to government borrowing requirements. 
Government borrowing, in the conditions presumed, may be expected 
to be a major cause of the use of the method as a brake, in order that 
undue scope for the banks to extend other forms of credit should not 
result. But circumstances may well arise in which, without an 
accompanying change in government borrowing, general conditions 
warranted that private borrowing should be made easier or more 
difficult. Any new regulator would be of most service if it could 
be used as an additional instrument of general credit control, as dis- 
tinct from being solely an instrument to minimize certain consequences 
of current government borrowing. 

(5) To adopt a method of regulation whose introduction causes the least 
disturbance to banking structure and to the organization of the 
market. First, the banking system should be left able to compete 
within itself and to adjust its behaviour, within the general limits set 
and subject to any overriding considerations of public policy, in 
accordance with banking and commercial requirements. There 
should be the minimum inducement for this behaviour to be modified 
solely in order to avoid the rigour of the particular method applied. 
Secondly, it is preferable to retain those features of the present 
banking and discount market organization which permit a high degree 
of flexibility in the market financing of government requirements, 
including the preparedness of the market to cover the Treasury bill 
tender. Nevertheless, correctives must be applied if the total or 
distribution of short-term debt changes so as to endanger credit 
control. ‘These correctives should not be such as to appear (or such 
as could easily be used) primarily as measures to ensure finance from 
the commercial banking system for the Exchequer. Replacement of 
market flexibility by regular use of some special borrowing instrument 
would be undesirable from this point of view. 
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(c) To give warning when government short-term borrowing from the 
banking system puts strains upon the supply of money or upon the 
provision of bank accommodation to private borrowers. 'To this end 
the operation of monetary controls should be clearly recorded for 
public observation and be necessarily the subject of deliberate action 
by the authorities in the light of general monetary conditions. 


Variable Liquidity Ratios ? 


12. In substitution for the existing tradition of 30 per cent, a compulsory 
minimum ratio could be imposed, the level of which the authorities might 
adjust within certain limits and on due notice. 

13. This could certainly be used to prevent an increase in floating debt 
in the banking system (whether arising from a change in the distribution 
or in the total of market floating debt) becoming the liquidity base for a 
still further growth in bank credit. While it would not necessarily entail 
changes in the organization of the market, it would have all the disadvantages 
of a standard based on outside considerations, to which reference is made 
in paragraph 8 (a) above. It also would risk encouraging changes in the 
form of bank accommodation which were based not on the requirements 
of customers but in order to raise additional liquid assets. For example, 
bank advances could within limits, be replaced by commercial bills. Further, 
liquid assets such as Treasury bills might be attracted from other holders, 
possibly partly in replacement of assets classified as investments; invest- 
ments might also be run off at maturity, enabling additional Treasury bills 
to be obtained. The partial withdrawal of the banks from the gilt-edged 
market might be expected to have a weakening effect on that market, with 
consequent damage to the success of funding. [The Governor later regarded 
this last sentence as a “ considerable under-statement ”’; see page 335 below.] 
14. ‘To minimize some of these effects, and also the need to make addi- 
tional increases in the required liquidity ratio to offset the multiplication 
of liquid assets in the banking system, it might be desirable to impose a 
special definition of liquid assets for the purposes of the ratio, primarily 
by excluding commercial bills. But this would not itself prevent an 
inducement to leave commercial bills to be held by the discount market, 
with a corresponding shift of Treasury bills from the discount market to 
the banks; nor prevent an increased use of commercial bills, in replace- 
ment of advances, from being carried by the discount market on additional 
call loans from the banks and so indirectly inflating the total of liquid assets. 
15. ‘The application of a ratio which effectively required the banks directly 
to hold additional amounts of government debt (a result which would be 
the more evident if liquid assets were defined so as to exclude commercial 
bills) would conflict with the aim of finding a method of control which 
did not appear primarily as a device for Exchequer borrowing. 

16. Changes in the liquidity ratio would certainly be the subject of public 
announcement and so draw attention to the condition of government 
finances. The total of borrowing undertaken by the government through 
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this device would not, however, be immediately apparent, though of course 
calculable from the balance sheets of the banks concerned. 


The Special Deposits Plan 


34. At such times as general economic conditions and the structure of 
commercial bank assets required, the banks could be called upon to hold 
some form of special deposit with the Bank of England. These special 
deposits would not count as part of bankers’ cash or of their liquid assets; 
thus they would not constitute a base for the superstructure of bank credit. 
To this end they could be withdrawn only under penalty and with the 
consent of the Bank of England; it would on general principle be unde- 
sirable to introduce an asset to be held by banks which was wholly un- 
realizable on their initiative. 

35. The special deposits would properly bear interest in order not to 
set aside in this “ sterilized’’ form. ‘The cash required by the banks to 
make the deposits would be provided by the Bank of England (Banking 
Department) normally by the purchase of Treasury bills, or possibly of 
stock maturing in the near future which was widely held as a money 
market asset. In the weekly Bank Return these Treasury bills (and 
stock) would form the counterpart of the special deposits. If the hold- 
ings of Treasury bills by the Banking Department became sizeable in 
relation to the weekly tender, it might be desirable to replace them in 








UNICORN TRUST 


SUB-DIVISION OF SHARES 


Unicorn Securities Limited, Managers of Unicorn Trust, announce that 

pursuant to Clause 28 (N) of the Trust Deed by which Unicorn Trust 

is constituted each existing Unicorn Share will be sub-divided into 
three Shares on the 2nd May, 1960. 


The Trustee, Lloyds Bank Limited, will issue Certificates representing 
two additional Shares for each Share held by Shareholders registered 
on the 29th April, 1960. 


Shareholders entitled to additional Share Certificates will re- 

ceive them by post on or after the [5th July, 1960. Pending the 

issue of the new Share Certificates each Share Certificate issued 

before 2nd May, 1960 will represent three times the number of 
shares shown on the Certificate. 


The bid and offered prices of Unicorn Shares will be quoted in the new 
form on and after the 2nd May, 1960. Dealings in the new form will 
take place from that date. 
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part by some other marketable form of government indebtedness which 
could suitably form part of the Banking Department’s portfolio. 

36. The rdéle of these special deposits would be to adjust the liquidity of 
the banking system. ‘They would provide a long-stop to the consequences 
upon that liquidity of a heavy load of governmental borrowing; but they 
would be explicitly designed to be a general monetary regulator operated 
by the monetary authorities, not an alternative and facile method of short- 
term financing. Short-term finance would be raised as now through the 
offer of Treasury bills by tender. If the total of market floating debt went 
on rising for more than seasonal reasons, the decision to make a call would 
be a public announcement which should draw sharp attention to the 
adverse trend of government finance. The outstanding total of special 
deposits, though needing interpretation in the light of all the factors that 
could have led to calls, would be a record kept in public view. 

37. A question for further consideration is the range of banks which 
should be liable to make special deposits, and how far their application 
should be uniform between different types of banks. The greatest part of 
the problem would be covered by inclusion of all the clearing banks; but 
considerations of equity and the risk that finance may be improperly 
encouraged to flow through channels other than the clearing banks, must 
be given considerable weight. 

38. An arrangement of this kind would suffer, as has already been empha- 
sized, from the drawbacks of any compulsory scheme. Pressure on banking 
liquidity must represent some encouragement to the rearrangement of 
banking portfolios towards more liquid assets. The forms of investments 
held and, for example, the relationship between advances and bill financing 
might be reconsidered, as in the instances of some alternative measures 
earlier discussed. Shifts, within fairly wide limits, of banking assets as 
between investments and advances could not directly be controlled, should 
that be desirable, solely by liquidity pressure. On the other hand, the 
device of special deposits would not be directly related to government 
needs but would serve as a general control of credit, used periodically in 
the same way and after the same sort of consideration as Bank rate. 


The Least Objectionable Device 


39. The objectives which any change of technique should aim at, and 
the objections to various types of change, have been set out in the preceding 
paragraphs. None of the suggestions is free from serious drawbacks arising 
from the introduction of compulsion and rigidity into a banking system 
doing a large volume of international business. They are all likely to 
prejudice the close and helpful co-operation which exists between the 
authorities and the banking system. They all operate primarily on the 
business of credit-giving; and therefore do not replace instruments, such 
as Bank rate, which affect also the willingness to take credit. The Bank 
would stress these drawbacks, and do not at present consider that an amend- 
ment to the present system is necessary or would on balance be advan- 
tageous. Should it prove impossible at a later stage to achieve adequate 
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results by the present system, while the Bank do not feel able definitely to 
recommend which form of amendment (in circumstances which must at 
present be largely hypothetical) might most usefully be considered, their 
present view is that the special deposit arrangement set out in paragraphs 
34 to 38 goes further to reach the objectives and to avoid the objections 


than the other arrangements described. 


Treasury on Need to Control 
Money Supply 


From the Treasury’s commentary on the Bank’s memorandum— 


2. The control of the money supply is the recognized responsibility of the 
Government, and it is the interest of the Treasury that this control. should 
be effectively exercised. 

3. It is generally admitted that this control cannot in present circum- 
stances be adequately exercised by existing techniques of monetary policy 
alone; and that these have to be supplemented by control of capital issues, 
hire-purchase controls and requests to the banks, or a combination of all 
three methods. 

4. It is also generally admitted that the method of requests to the banks, 
though it has, in conjunction with other methods, been effective, is not 
desirable as a long-continuing arrangement. 

6. On the other hand, there is a presumption in favour of the minimum 
interference with the normal working of the existing system. Indeed, it is 
advisable to be quite sure that this system cannot succeed in maintaining 
adequate control before recommending a change. 

7. The Government has stated that it is ready to take any steps that may 
be necessary to control the money supply. ‘This implies readiness, if the 
existing system does not secure the required results, to move to techniques 
based not on conventional rules and voluntary co-operation but on com- 
pulsion. Such a move would necessitate a choice of alternatives. ‘The 
Bank of England has pointed to the risk, under a compulsory system, of 
dislocating established banking practice and introducing undesirable 
rigidities into the system. We accept this comment. It points to the 
selection of an alternative method which would disturb the present system 


as little as possible. 


Compulsory Loans to the Government 
8. If a change were to be made, we see merit in the alternative involving 
a system of special deposits by the banks with the Bank of England. We 
observe that the Bank itself, while making it plain that it does not favour 
any change at the present time, indicates a preference for this alternative, 
if one were contemplated. 
9. Any system of compulsory control over bank credit implies compulsory 
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lending to the Government in one form or another. While it seems unde- 
sirable to attempt to cover this up, it may well be preferable as a matter 
of form and presentation, to arrange that the banks should lend to the 
Bank of England rather than directly to the Government. It is, however, 
clear . . . that the excess liquidity in the system is due to the methods of 
Government borrowing and the need to consider alternative techniques 
can indeed be largely ascribed to this cause. 

13. It appears to us... that any check on Government borrowing under 
a compulsory system would be likely to lie with Parliament rather than 
with the Bank of England or other independent authority. There are no 
doubt a number of ways in which this could be secured, for example by a 
requirement of Parliamentary approval for measures of compulsion, thus 
giving an opportunity to examine the amount and the methods of Exchequer 
finance which had made the measures necessary. 


Mr Cobbold on Dangers of 


Coercion 


From the Governor’s covering note on the Bank’s written evidence, specially 
reiterated in oral testimony— 

13. The method of control over bank credit followed since the adoption 
of a more flexible monetary policy in 1951 has been a conscious mixture 
of technical measures (i.e. Bank rate, pressure on liquidity ratios, etc) and 
“ persuasion ”’, relying heavily on the co-operation of the banking system. 
The Bank have felt throughout the period that in the ruling circumstances 
technical measures could not do the work alone, and also that “‘ persuasion ”’ 
could only succeed if technical measures were working in the same direction, 
14. Paper 13 [quoted on page 323 above] sets out various alternative 
techniques in the operation of credit control, which have been considered 
from time to time and which the Committee may wish to examine. None 
of these alternatives has yet commended itself to us, and we believe that. 
the methods followed since 1951 have served us better than any of these 
alternatives would have done. 

15. But the recent form of “ credit squeeze”’ (involving a “ self-denying 
ordinance ’”’ by the banks not to compete for business) cannot be carried 
on too long. In the early stages of such a “‘ squeeze” an agreement not 
to compete is necessary and the effects can be sharp. But, once inessential 
and doubtful advances have been pruned, further reduction of advances 
becomes more difficult to achieve and the absence of competition becomes 
more damaging. ‘To preserve the efficiency of the banking system and the 
quality of its services to the public, healthy competition for sound business 
is necessary. y 

16. In considering whether existing technical arrangements are adequate, 
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or some modifications needed, it would be important to have regard to the 
following points :— 

(a) The banking system has always shown a willingness and ability to 
co-operate with the authorities, unmatched in any other financial 
centre. Much would be lost if this co-operation had to be replaced 
by coercion. 

(b) Any formula which has the effect of forcing the banks to lend more 
to Government (particularly if it is in the form of floating debt) 1s 
at least as likely to encourage inflation as to restrain it. 

(c) Influence by the monetary authorities to depress the level of bank 
advances can helpfully be used for short periods to assist in restoring 
a balance in the economy. If such influence has to be used for long 
periods it suggests that there is some more fundamental disequilibrium 
than can be cured by any monetary techniques. 


Voluntary or Statutory Controls ? 


2324. ... Mr Cobbold: .. . It is emphasized throughout the paper that, 
both on real and on psychological grounds, a danger lies in the fact that, 
although first intended as a credit control, most of the devices considered 
would, in one form or another, involve directions about how much and in 
what form the banking system should take up Government securities or 
lend direct to the Government. The most direct form of forced lending 
to the Government by the banking system, and therefore from this angle 
the most dangerous, is the Treasury deposit receipt system. 

If any of these devices were introduced, a further question would arise. 
It might be possible to work some of these arrangements by the present 
method of informal co-operation. But it might also be necessary to use 
statutory powers, more particularly if it were decided to apply the rules 
to a wider circle of banking institutions than those (such as the clearing 
banks, the Scottish banks and the accepting houses) with whom the Bank 
of England is in continuous relations. 

If powers proved necessary, should they be the present powers (amended 
if necessary) conferred by section 4 (3) of the Bank Act, 1946, or should 
the Government seek different and perhaps direct powers? ‘Throughout 
this paper we emphasize the view that measures of credit control should 
both seem to be and be measures of credit control, and not directly related 
to Government borrowing. We therefore believe that the initiative in 
using statutory powers for this purpose should lie with the Bank (as tt 
now does) and not with the Treasury. This is the practice, not only in 
this country, but in most of the free world. We believe it is soundly based, 
because the first preoccupation of central banks is naturally with credit 
conditions, whilst the first preoccupation of Treasuries is (rightly enough) 
to pay the Government’s way. It could be argued, for instance, that there 
is little difference between a system under which the Treasury direct the 
banking system to furnish money on Treasury deposit receipts and one 
where the central bank requires special deposits from the banking system 
and may itself provide almost equivalent finance to the Government in one 
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way or another. In our view there is a very great difference, for the 
reasons I have just given. It could also be argued that there is not much 
difference between direct Government powers over the commercial banking 
system and the present system, in which, as we have explained earlier, the 
Bank in practice produces the cash necessary to ensure that the Treasury 
bill tender is covered. Here again we should see a very great and very 
real difference. 

As I have explained, the present system provides certain safeguards. 
The Bank is, as I have said, always first concerned with the general credit 
position, in its relation to the domestic economy and to the value of sterling. 
The Bank, as a separate body, is always able to make representations at any 
level, and with varying degrees of emphasis, to the Government. There 
might, as I have suggested earlier, be occasions on which the Bank might 
wish to seek directions or to take other steps to draw public attention to 
dangerous situations. In the last resort it would be open to the Bank, 
subject to directions under the Bank Act, to interrupt the automatic pro- 
vision of cash to meet Government requirements. 

We are far from suggesting that as a matter of policy HM Government 
or HM Treasury would subordinate general credit conditions to their own 
borrowing requirements; or that we foresee a clash of view between HM 
Treasury and the Bank on this subject. But as a matter of long-term 
principle we think it of cardinal importance that the first responsibility for 
the technical management of the money market should continue to lie as 
it now does with the Bank of England, subject to the overriding power of 
Government to secure conformity with general policy; and also that the 
initiative in giving directions to the banking system should continue to lie 
with the monetary side rather than the fiscal side of the “ authorities ”’. 
2722. Professor Sayers: Would it be implicit in paragraph 9 (c) [quoted 
on page 325 above] that any measure ought to be very fully explained and 
the public kept informed about the reasons why any adjustment was made ? 
—It would. 


Special Deposits—Differences from TDRs 


2785. Mr Woodcock: 1 am not clear if there is any necessary difference 
between an instrument which you would call a Treasury Deposit Receipt 
and a special deposit with the Bank of England. Could not either be used 
as a credit instrument ?—Mr Cobbold: I am not saying that both could 
not be used as such: I am saying that a Treasury Deposit Receipt is 
primarily a borrowing instrument, and I believe we ought to go for some- 
thing that is primarily a credit instrument. 

2791. Professor Cairncross: There are two points of difference which you 
have not elaborated; one is, is it not, that the special deposit would not 
automatically be invested in Government bonds ?—Mr Cobbold: Not auto- 
matically, but probably to a large extent. There would be hopes of 
investing it in Treasury bills or Government short-term stock.... There 
would be a degree of flexibility. 

2793. Which is the point you are labouring strongly ? Is it the invariability 
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of the form of investment, the automatic obligation to turn over the money, 
or something else ?—The point on which I am laying most stress is the 
fact that the TDR is in the nature of a blank cheque on the clearing banks. 
It is an instrument by which the Treasury decides itself how much it is 
going to extract from the banks. 

2796. Is there a third point of difference, that you are looking upon the 
TDR as a recurring weekly deposit, whereas you are looking on special 
deposits as highly intermittent ?—Certainly; we have said that it would be 
for consideration on the same sort of basis as Bank rate. 

2797. But these three points of difference are differences more of form 
than of substance; the two things are not so very much apart in actual 
operation ?—They are very different because of their intermittency; but the 
major point in my mind is that TDRs are a blank cheque by the Govern- 
ment direct on the banking system. 

2798. Chairman: There is no other instrument you have outlined that 
appears to you quite in that way ?—There are varying forms with a rather 
similar effect, but I regard this as the most blatant example of that. 


Treasury on Difficulties of Compulsion 


3271. ... Sir Edmund Compton: ...'The compulsory alternative also has 
its difficulties;.for example, one has got to determine the amount of the 
compulsory deposit, and that is really in obverse the same sum as has to 
be done when one determines what the level of advances should be; and 
it runs counter to the natural business inclinations of the banker concerned; 
and the circumstances of individual bankers are different. It is in that 
area, once you start to leave voluntary measures and go for compulsion, 
that difficulties begin to crop up and the dislocation of the existing system 
begins. 


Effects on Policy of Clearing 
Banks 


3788. Mr fones: Are you saying that the operation of a system like this 
[Australia’s “‘ special accounts” system] in the present financial circum- 
stances would militate substantially against the interest of the depositors of 
the banks and that there should be no controls in this particular field ?— 
Mr Robarts: . . . I would agree with Mr Tuke in preferring the higher 
liquidity ratio to Treasury Deposit Receipts. 

3789. Mr Fones: Would not the outcome of that be that, if you called m 
some of your advances, you would give an impetus to recession in industry! 
—Mr Robarts: In practice we should first sell securities to restore out 
liquidity ratios. It is very rare to find a time when one cannot sell any 
gilt-edged securities at all; it has happened, but not for very long, ané 
very rarely. Next, after we had sold all we thought we should, we should 
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restrict new advances; and after that we should try and get reductions in 
existing advances, but only reductions; we should not say to a customer, 
“You owe us so many thousand pounds, and you must pay it all off 
to-morrow ’”’. We have the legal right to do so, but we would not do that 
in practice. 

Better than Advances’ Directive ? 


13045. .. . Professor Sayers: In our discussion a year ago [part quoted 
above] you disclosed the disadvantages of the system of control which was 
then in operation very clearly. We have now this provisional new system 
of special deposits which was established after, I understand, quite sub- 
stantial discussion with yourselves, so that you will have considered your- 
selves how this compares with the old system. Am I right in thinking that 
it has the advantage, as compared with the old system, that it does not to the 
same degree blunt competition between the banks >—Mr Robarts: It has 
never been worked yet, and so we have no practical experience of what 
would happen; but I would say that in general that would be correct, that 
its advantage is that within the restrictions which this would impose on our 
liquidity we can manage our affairs—Mr Tuke: We dislike it less because 
it is general and not particular; it operates on the credit base as a whole, 
rather than telling us that we shall not lend money to this class of customer 
or that. 


Unfairness from Bank to Bank 


13050. Mr Woodcock: Did not Mr Tuke say in his annual statement that 
to operate this fairly between one bank and another might prove difficult 
if not impossible ?>—Mr Tuke: | am perhaps drawing on my imagination a 
little, but also remembering certain things the Governor said when he told 
us about this. Let us suppose that the authorities take the view that there 
is too much liquidity in the system, and that therefore we might be tempted 
to lend money too freely; if the liquidity ratio of the banks as a whole was 
34 per cent and they thought it ought to be 32 per cent they would make 
a call of 2 per cent of special deposits. That might be right for the banks 
as a whole. One bank might be at 35 per cent, and could find it easily; 
another might be at 33 per cent, and could find it less easily; another might 
be at 31 per cent, and not know where to find it. 

13051. It would be a general provision ?>—-Mr Robarts: I understood that 
from my conversations with the Governor of the Bank at the time. 

13052. Would that make it impossible ? On Mr Tuke’s assumptions that 
might be said to be unfair as between one bank and another, and he said 
that to operate it fairly as between one bank and another might prove 
difficult, if not impossible >—-Mr Tuke: On the hypothesis that the authorities 
are going to insist on dealing with the banks as a whole, I do not see how 
it is possible for it to be equally fair to the bank with 35 per cent in liquid 
assets and the bank with 33 per cent. 

13054. Professor Sayers: In your discussions with the authorities did you 
consider seriously any other of the alternative techniques of control? For 
instance, did you consider in those discussions the possibility of control of 
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the ratio of advances to deposits >—Mr Tuke: These were not discussions 
in the sense that you mean. We did not debate the various alternatives 
and eventually agree on this one. We were told that this was what was 
proposed, and allowed to express our views, but it all happened in twenty 
minutes. We did not discuss alternatives. 

13055. If the choice were open to you, what would be your reaction in 
terms of least dislike to the alternative technique of restricting the ratio of 
advances to deposits >—Mr Robarts: We would prefer the special deposit 
scheme. 

13056. Why ?—Mr Robarts: For the reason which I indicated as the 
main advantage over the credit squeeze which this method commands: 
that we can then manage our own business within the restriction which 
this imposes. We could take our choice as to how to meet a call for special 
deposits. If we had a fixed ratio it would be a much more rigid affair.— 
Mr Tuke: Again, we would prefer the general to the particular. 


Tightening Advances Policy 


13057. ‘That leads me to another question, in which I look at it from the 
point of view of the authorities seeking to attain certain ends. In the 
imposition of a plan of this kind the authorities might be seeking to influence 
your behaviour in a particular direction and it might therefore be important 
to know what you mean by retaining this freedom of action. What would you 
do if at the present time there was a call for some hundreds of millions in 
special deposits ?—-Mr Robarts: The first thing we would do would be to 
adopt a much more restrictive lending policy. We should have to make 
loans less freely. If that did not enable us to build up our liquidity sufh- 
ciently to make this deposit then we would have in the first place not to 
renew maturing Government securities, and beyond that possibly to sell 
some Government securities. 


13058. You are putting it that the first impact would be on your lending. 


Last year we were given the impression that the first reaction would be to 
strengthen your position by reducing your holdings of the shortest Govern- 
ment securities >—Mr Chesterfield: That had not anything to do with the 
special deposit scheme at that time. 

13059. This was a reaction to any measure of this kind, not to specific 
measures ?>—Mr Tuke: We should be bound to be more restrictive in our 
lending, but if we had a Government security falling due in the next month 
or the month after, that would help us out. 

13060. This is the important point: the immediate reaction would be to 
take a more restrictive attitude to any lending to customers ?>—Mr Robarts: 
To fresh lending; we should not call in loans except as a last resort. 
13065. Chairman: Why would you turn particularly to restricting future 
advances rather than turning to the short-term bond market or indeed for 
that matter, if the market was sustainable, the medium-term bond market ? 
—Mr Robarts: If we were restricted we should have to impose a restrictive 
attitude. There are certain advances which one would hesitate consider- 
ably before making in those conditions. One’s attitude would, I admit, be 
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influenced by the structure of one’s portfolio and the state of the gilt-edged 
market. ‘The things all go together; it is difficult to put them in an order. 


Keeping Portfolios Short 


13068. ... Professor Cairncross: ...1 accept the point that, if your port- 
folio was so constructed that it was difficult to cash some of your bonds, 
you might have to adopt a restrictive attitude towards advances. But you 
also left the impression that you had short-dated bonds which could be 
sold without involving a substantial loss. Would it in those conditions 
still be true that you would need to adopt a restrictive attitude to advances ? 
—Mr Robarts: It would very much depend on the conditions then ruling. 
—Mr Tuke: There is a distinction to be made between allowing Govern- 
ment securities to mature and selling them. If it comes to selling them, 
there is really only one buyer, and that is the Government broker. The 
very short bonds can be sold to the discount market, but if one has to go 
on to three-, four- and five-year bonds and the Government broker is not 
prepared to take them, one will not sell them. 

13069. Would it be your policy to fortify yourselves against the possibility 
of special deposits being called for by holding a larger proportion of short- 
dated bonds than you would otherwise wish to do ?—Mr Robarts: I do 
not think that this influences the policy of the National Provincial Bank at 
all. We have always believed in holding a short-dated portfolio with a 
short average date, and we still do.—Mr Chesterfield: 'The introduction of 
this scheme has made me wish to keep even shorter than I was previously. 


Threat to Gilt-Edged and 
Funding Policy 


2738. Chairman: I wanted to call attention to one point in paragraph 13 
[in the Bank of England paper quoted on page 325 above, referring to 
variable liquidity ratios]. Is the implication of the last two sentences that 
you would be giving a special reason to the banking system to try to attract 
Treasury bills to itself ?—Mr Cobbold: 1 think the last sentence is a con- 
siderable under-statement. As I understand this the banks would probably 
be on occasion pretty heavy sellers of investments. 

2739. Professor Sayers: The process of attraction of ‘Treasury bills and 
the running off of investments at maturity would have marked effects, 
would it not? It would change relative rates, which might be the kind of 
change that the Bank was desiring to bring about, or might be desirable 
to bring about for purposes of the control of the situation ?>—-Mr Mynors: 
One would expect there to be some effect on rates at any rate in the early 
stages, which might or might not be one of the reasons for which one might 
intervene. 

2740. On the other hand, it would tend to coincide with what the 


335 








authorities thought was desirable >—Mr O’Brien: A tendency for a lowering 
of rates on Treasury bills and an increase in rates of short-bonds, yes. ~ 
2471. Then on the last sentence: ‘‘ The partial withdrawal of the banks 
from the gilt-edged market . . . would have consequent damage upon the 
success of funding ”’. If one is thinking of funding as the replacement, of 
short-term debt held by unstable holders, by long-term debt held by the 
general public, surely this real funding would not be damaged ?—The 
withdrawal of the banks from the gilt-edged market would mean that what 
might otherwise be a powerful influence on market prices to go upwards 
(when funding is facilitated) would be removed; and the contrary indeed 
might take place: prices might sag. 


Effect of Banks’ Withdrawal 


2742. But if you are aiming at controlling the credit system in the interest 
of tightness, surely this movement would be in accordance with the aims ? 
—Mr Mynors: As I understand funding we would sooner sell a long-dated 
security than a short-dated, but we would rather sell a short-dated than 
no security at all. If you get the banks out of the short-dated market you 
will not encourage the long and medium market.—Mr O’Brien: If the 
banks are not there the general tendency to go forward will not be so 
strong, and we rely on that general tendency to sell, when we can. But 
neither short nor long can be sold if the market is not tending to move 
forward.—Mr Cobbold: If the point is whether the fact that the banks were 
inclined to be sellers would have an adverse effect on the general receptive- 
ness of the longer-term securities, I think it would.—Mr O’Brien: The 
simple one of more sellers than buyers instead of more buyers than sellers. 
2743. Professor Cairncross: Is the argument that the banks would simply 
move away from medium and long-term bonds into bills, and that would 
be a weakening element on the markets >—Mr Mynors: Certainly it would be. 
2745. ...Mr Cobbold: I think the insurance companies and all the others 
would be less likely to buy longer stuff if they felt the clearing banks were 
either out of the market or selling —Mr O’ Brien: I think you tend to ignore 
the effect on general market sentiment of the conduct of the banks.— 
Mr Cobbold: As a matter of experience, I am frequently told by my expert 
advisers that it makes an enormous difference to the general state of the 
gilt-edged market whether the banks are known or thought likely to be in 
that market in either direction. ‘That has been so over a period of years. 
If that has been said in my room once over the last ten years it has been 
said many hundreds of times. 

2748. Yes, the banks do hold over-five-year bonds, of course; my point is 
that we are not thinking here of any system whereby they would be forced 
by the introduction of this measure of liquidity control to be sellers in the 
market in a way in which they are not now ?—Mr O’Brien: No, but the 
general atmosphere in which they would then live would encourage them 
to keep very close to the shore for the fear that requirements of liquidity 
would be raised at any moment and they would have to comply.—Mr 
Cobbold: This system would surely make them more likely to be sellers. 
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Recovery in Wales 


By E. VICTOR MORGAN 


URING the winter of 1958-59, the Welsh economy underwent 
its sternest test since the war. The general recession affected 
Wales to about the same extent as other parts of Britain, but 
Wales had also to contend with three special problems—the 
secular decline of the slate industry in the North, the end of the old hand 
mills as a result of technological change in the West Wales steel sheet and 
tinplate industry; and the closure of a number of small and obsolete 
collieries, also mainly in South-West Wales. There was thus super- 
imposed on the general recession a serious local unemployment problem, 
and the total number of unemployed in the Principality rose to 45,000, by 
far the highest figure in recent years. 

Fortunately, there was a very rapid improvement in the situation, due 
partly to good luck and partly to official action, but mainly to the under- 
lying strength of the new and diversified pattern of Welsh industry. Good 
fortune played its part in that the boom in motor cars and consumer durables 
kept the sheet and tinplate producers busy during a phase of the recession 
when other sections of the steel industry were working well below capacity. 
Official action helped to induce a number of new firms to come to the 
Principality. ‘The fundamental strength of the economy was shown in the 
number of large investment projects, in steel, oil, electricity, gas and com- 
munications, which had been started or planned before the recession and 
which continued without interruption. Another encouraging feature was 
the small number of firms in the new industries that closed or were in 
serious difficulties. Many of the post-war Welsh industries are, of course, 
carried on by branch factories or subsidiaries of parent companies in 
England and there had been fears that recession might cause such firms 
to close their branches and concentrate production at headquarters. This 
did happen in one or two instances, but in the vast majority of cases 
activity in the Welsh factories was well maintained, and some firms even 
initiated expansion projects. 

The biggest single dynamic force has been the steel industry, with its 
expanding demand, progressive technology, very capital-intensive methods 
of production and consequent large investment programme. The Steel 
Company of Wales completed the third stage of the development plan for 
its Margam works during 1959. This involved the construction of a new 
blast furnace with a hearth of 31 feet diameter, which is one of the largest 
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in the world; substantial additions to coke-oven capacity; and the installa- 
tion of new Bessemer steel plant. As a result, steel output is expected to 
reach about 3 million ingot tons this year. The introduction of the Bessemer 
process for steel-making is of particular interest. The alternative method, 
the Siemens open-hearth furnace, was originally developed in South Wales 
nearly a century ago, and the sheet and tinplate manufacturers have used 
Siemens steel ever since. ‘The Bessemer process was cheaper, both in 
capital cost and in fuel, but the open-hearth furnace had the advantage of 
being able to use scrap as well as pig-iron, and its steel was generally 
believed to be of more uniform quality. Now, however, Bessemer tech- 
nology has improved so that the converter can compete quality-wise with 
the open-hearth furnace. 

Even before the third stage of development was completed, a fourth 
stage was being planned. Originally, this called for the building of a new 
48-inch continuous strip mill, alongside the present 80-inch mill, as well 
as the installation of still more Bessemer steel-making capacity, and a con- 
tinuous casting unit for casting slabs from Bessemer steel. ‘This, again, is 
a process that has not hitherto been used on a large scale in Britain. The 
Iron and Steel Board, however, took the view that the additional strip mill 
would not be necessary in view of investment already sanctioned elsewhere. 
The company therefore dropped this part of the plan and, instead, came 
to an agreement with Richard Thomas & Baldwins for the rolling of some 
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of its slabs at the new Spencer works at Newport. Work on the rest of 
the plan is going ahead, and the new plant should begin to come into 
operation towards the end of 1961. 

The Spencer works of Richard Thomas & Baldwins gave rise to much 
controversy over location, before it was eventually decided to build it at 
Llanwern, near Newport. The works will be a completely new integrated 
plant; investment already sanctioned amounts to more than £100 millions 
and the works may eventually rival Margam in size. Preparatory site work 
went on during 1959, the main construction work is now proceeding, and 
it is hoped to begin production before the end of 1961. ‘There are also 
a number of smaller projects either recently completed or in course of 
construction. Richard Thomas & Baldins is adding a new electrolytic 
tinning line to its Ebbw Vale plant, the Steel Company of Wales is increasing 
the capacity of the Orb works at Newport for the production of special 
steels and, in North Wales, development is continuing at the John Summers 
and Stewarts & Lloyds plants. The latter is installing new plant for the 
manufacture of large tubes by an electric welding process. There has 
also been a revival of some of the old West Wales steelworks whose main 
business was the production of steel bar for rolling into sheets and tinplates. 
With the closure of the hand mills the outlook for these works became 
bleak, but several of them have turned over to billets, and rising demand 
in this section has enabled works at Gowerton, Morriston and Pontardawe 
to remain active, and has helped to mitigate the unemployment caused by 
other closures. 


Oil, Aluminium and Refrigerators 


Although no other industry can compare with steel for the volume of its 
investment, there are many others in which vigorous development is taking 
place. The Esso oil refinery at Milford Haven is nearing completion, and 
so is the British Petroleum terminal for super-tankers with its connecting 
pipeline to Llandarcy, while the Regent company is installing a big new 
oil distribution terminal at Cardiff. Aluminium, of which South Wales 
now produces about 45 per cent of Britain’s total output, has made a good 
recovery from the recession. Following the acquisition of the British 
Aluminium Co by the TI-Reynolds group, Imperial Chemical Industries 
formed the Imperial Aluminium Co in association with the Aluminum 
Company of America to run the Waunarlwydd plant, near Swansea. In 
both cases the access to American experience seems to be bringing benefits, 
and markets are widening in a variety of uses from heavy sheets for ship- 
building to foil for wrapping. 

The Hoover washing machine factory, which has been operating success- 
fully in Merthyr Tydfil for some years, is being extended, and AEI Hotpoint 
is also extending the production of washing machines at Llandudno. The 
radio and electronics industries are also expanding rapidly, and both Murphy 
and Radio and Allied Industries are extending their premises at Hirwaun. 
One of the most exciting developments of the year, partly because of its 
almost incredible speed, is the building of the new Prestcold factory at 
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Crymlyn Burrows, near Swansea. The factory, which was built for the 
Pressed Steel Company by Wales and Monmouthshire Industrial Estates, 
has an area of about 800,000 square feet, and is one of the largest and most 
modern ot its kind in the world. Construction was begun early in 1959, 
making extensive use of pre-fabricated parts, and exactly a year after building 
began the first refrigerator came off the production line. It is estimated 
that employment will build up gradually to around 2,000 next year and may 
ultimately reach 4,000. 

There are also big developments pending in the motor industry. Hitherto, 
the Welsh stake in this industry, apart from supplying it with steel, has not 
been large. The British Motor Corporation has had a plant employing 
about 1,800 people, at Llanelly, and a few other firms have been manu- 
facturing components. Recently, however, it has been announced that the 
Corporation will add about 500 to its present labour force, and will also 
build a new factory, between Llanelly and Trostre, which will ultimately 
employ some 3,700. ‘The Rover Company is also reported to be planning 
to manufacture the Land-Rover on a substantial scale at Cardiff. 


Absorbing Redundant Workers 


The revival of activity in the steel industry helped to alleviate the employ- 
ment problems of South-West Wales, and besides the big developments 
already mentioned, there have been a number of smaller projects. The 
Gorseinon works of Richard Thomas & Baldwins has been converted into 
a press and fabricating shop, and is already turning out pressings for the 
motor industry and a similar works at Pontardulais is being converted to 
produce aircraft components for Teddington Aircraft Controls Ltd. The 
high level of building and engineering construction throughout South-West 
Wales has also absorbed a number of the unemployed, though in some cases 
only temporarily. As a result, most of the men displaced frorn the mines 
and from the sheet and tinplate works found jobs more quickly than had 
been expected. The area is still, however, some way from being able to 
provide the prospect of secure and regular employment both for its existing 
labour force and for the large number of school-leavers who will be seeking 
work within the next few years. The various official and semi-official 
bodies concerned are, therefore, still trying to encourage the setting up of 
new factories in the area, and several firms are believed to be interested. 

In coalmining output fell by 14 million tons and employment by about 
6,500 during 1959, but the situation was better than in some other fields. 
The six pits closed at the beginning of the year had been making losses at 
the rate of about {1 million a year; their elimination gave financial relief 
to the Board and raised the average productivity figure for the coalfield. 
Partly for this reason productivity in the South Wales field as a whole rose 
from 19.5 cwts to 20.2 cwts per man-shift. The demand for anthracite has 
been very good, and the first of two big new pits, at Cynheidre, is now 
coming into operation. This, and the Abernant pit, which is also in course 
of sinking, will eventually produce most of the anthracite by the most 
modern techniques, and will replace a number of small, high-cost pits. 
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A similar reorganization is taking place in the eastern part of the field. 
Here, no brand new pits are being sunk at present, but those with enough 
workable coal to give them a reasonable life are being reorganized and re- 
equipped, and will gradually take over from older pits that are nearing 
exhaustion. ‘Thus, the “‘ Revised Plan for Coal ”’ published last October, 
envisages that by 1965 the number of pits will have been substantially 
reduced, with only a slight decline in employment, and an increase in 
output due to greater efficiency. 


Roadworks Ahead 


The increase in industrial activity has naturally brought increased demand 
for gas, electricity and water, and all three services have been steadily 
expanding. Work has started on the nuclear power station at Trawsfynydd, 
and in South Wales two big conventional stations, Aberthaw and Usk- 
morth B, are approaching completion. The new conventional stations 
make use of much bigger generating units, with a marked increase in 
thermal efficiency: in 1948 the two biggest sets in Wales were of 37.5 mega- 
watts at Tir John, Swansea, whereas the Uskmouth B station will have 
three 120 megawatt sets. 

In communications there has been a marked and much needed speeding-up 
of work on the roads. The new Heads-of-the-Valleys road, which will 
connect West Wales with the Ross spur and Birmingham, is being started, 
but the other major needs—the Port Talbot and Newport by-passes and 
the Severn Bridge—are still only in the planning stage. There has been 
some increase in traffic at the ports, helped by more competitive charges, 
and a number of improvements have been made, most notably the opening 
of the Duke of Edinburgh Dry Dock at Swansea. Further big develop- 
ments are foreshadowed at Port Talbot to enable large ore-carriers to dis- 
charge cargoes for Margam. 

The employment problems of North Wales have proved more intractable 
than those of the South. The decline of the slate industry continues and, 
though the nuclear power station and hydro-electric projects have given 
some relief, there is still heavy unemployment in parts of Caernarvonshire 
and in Anglesey. ‘The project for a chemical factory in North Wales fell 
through, and attempts to attract other industries have had very little success. 
In parts of mid-Wales the lack of non-agricultural employment has shown 
itself less in unemployment than in rural depopulation. Efforts have been 
made, with some success, to attract light industry, but the scope is limited 
because the population is so sparse that only activities that can be carried 
on economically on a very small scale are possible. 

Wales still has its economic difficulties, but the past year as a whole has 
been one of great progress. Redundancy in coal, steel sheets and tinplate 
proved less painful than was expected; unemployment, though still above 
the national average, has fallen considerably more than in most other parts 
of Britain; a large volume of new investment is in hand, and there is the 
prospect of still more to come. The forebodings of a year ago have dis- 
appeared and the business community is looking confidently to the future. 
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LTHOUGH it failed to attract 

more than $370 millions of sub- 

scriptions (against a Treasury 
‘* limit ”’ of $1,500 millions) and marked 
a new low point in the response to 
cash offerings of recent years, the issue 
of 25-year 4} per cent bonds in the 
April financing programme was in itself 
a striking reflection of marked decline 
in interest rates. Only a few months 
previously it had been found necessary 
to pin a 5 per cent coupon to a five- 
year note. ‘This was the first test of 
the long-term market for many months; 
in late March, Mr Julian Baird, Under- 
Secretary to the Treasury, had ob- 
served that “long-term interest rates 
have not fallen sufficiently to permit 
the issue of any significant amount of 
new bonds within the ceiling ’’—which 
still remains for maturities beyond the 
five-year limit at the 4} per cent set by 
Congress. 

Early last month, however, the 
general decline in rates provided the 
Treasury with unexpected opportunity 
for another attempt at lengthening the 
maturity structure of the public debt. 
At the shortest end, the three months’ 
Treasury bill rate had fallen precipi- 
tately from the end-year peak of 4.67 
per cent to around 2.7 per cent and 
yields on longer Treasury bonds—in 
striking contrast to the pattern pre- 
sented only a few weeks earlier—were 
generally well within the 4} per cent 
limit. Despite earlier hesitations, there- 
fore, and some preoccupation with the 
$6,400 millions refunding programme 
scheduled for this month, the Treasury 
tested the market—though admittedly 
with a bond whose wide spread of re- 
demption dates (15-25 years) limited its 
investment appeal. In the upshot 
Congress, at least, has been given a 
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demonstration of the unreality of at- 
tempting longer-range issues while the 
statutory ceiling remains. 

The 25-year bond issue was part of 
a three-way financing programme that 
included also $2,000 millions in one- 
year bills and $2,000 millions in 4 per 
cent notes, maturing May, 1962. The 
note issue, with tax and loan privileges 
for the commercial banks, was heavily 
over-subscribed. The one-year bill, 
offered rather later, brought an average 
rate of 4.6 per cent, substantially higher 
than had been forecast. But, by that 
time, the bond market was faltering 
and the three months’ Treasury bill 
rate had rebounded to 3.6 per cent. 


Levelling Off 


The dramatic downswing in short- 
term rates and the appreciable gains 
shown by longer Treasury bonds this 
year have been reminiscent (in pace, if 
not fully in scale) of earlier periods of de- 
veloping recession when the Federal Re- 
serve System had turned decisively from 
“ restraint ’’ to “‘ monetary ease’. The 
essential distinction this year, however, 
has been the absence so far of any solid 
evidence of economic decline. Admit- 
tedly, activity has levelled off: the Re- 
serve Board’s index of industrial output 
for March stood at 165 (based on 1947- 
49), against 166 in February and the all- 
time peak of 168 in January. But this 
decline could be explained largely by 
the exceptionally severe weather, the 
lateness of the Easter holiday and, of 
course, the unrealistically high produc- 
tion programmes in January. None 
the 'ess, earlier beliefs that the boom 
would roar through the spring of this 
year at feverish pace have been badly 
disappointed. The resulting shift in 
sentiment, in thin markets, has brought 
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investment and speculative funds from 
equities into the money and bond mar- 
kets, which were already feeling the 
impact of the high liquidity of business 
corporations. As _ short-term rates 
weakened and bond prices rose, the 
mood of caution gave way at times to 
fears of onsetting recession and of a 
major shift towards cheap money. In 
fact, bank loans declined less than 
normally from January to March and 
banks continued to be net sellers of 
bonds, which were absorbed—at rising 
prices—by other investors. The Federal 
Reserve Board eased its hand moder- 
ately over the period of tax-paying 


pressure and new financing; in recent 
weeks it has kept the commercial banks 
at a point where net borrowings have 
been around $200-$300 millions com- 
pared with $400-$500 millions previ- 
ously. Although a major turn in the 
monetary policy may well be near, the 
recent downward pressure on interest 
rates must be attributed largely to the 
anticipation of economic and monetary 
trends not yet apparent. Significantly, 
perhaps, the Treasury interpreted the 
rebound of short-term rates in mid- 
April as a sign of “‘ the confidence of 
investors in the underlying strength of 
the economic situation ”’ 





American Economic Indicators 


958 1959 1960 
1957 1958 1959 








Dec Dec Feb Mar 
Production and Business: 


*Gross national product (billion $) _... 443 442 480 — a 498 — 
*Industrial production (1957=100) .. 100 93 105 100 109 110 #109 
*Gross private investment (billion $) .. 66.6 54.9 711 — — — 77.5 
*New plant and equipment (billion $). . 37.0 30.5 32.5 — — 35.3 — 
*Construction (billion $) ‘a os 47.8 48.9 54.3 53.7 52.0 54.5 52.9 
Housing starts (000 units) ap ‘a 86.8 100.8 114.9 91.0 83.7 76.6 97.0 
*Business sales (billion $) <i i 56.3 54.0 60.0 57.4 60.9 62.2 — 
*Business stocks (billion $) ry 90.7 85.1 89.4 85.1 894 91.4 — 
Merchandise exports (million $) 1,738 1,491 1,464 1,514 1,674 1,576 — 
Merchandise imports (million $) 1,082 1,070 1,268 1, 253 1,478 1,288 — 


Employment and Wages: 

*Non-farm employment (million) cm 52.2 50.5 52.0 50.8 52.6 53.0 52.7 
Unemployment (000s) . 7 ae: = 3,813 4,108 3,577 3,931 4,206 
Unemployment as % labour force... ~~ £2 Bw he Ce 
Hourly earnings (mfg) ($) in me 2. 07 2. "3 aaa 419 221 233 22 
Weekly earnings (mfg) ($) .. 82.39 83.50 89.47 88.26 92.16 91.14 90.68 

Prices: \ 


High 442 407 393 


Moody commodity (1931=100){ 8? 385 3a 399} 389375370381 


Farm products (1947-49 = 100) - 90.9 94.9 89.1 90.7 85.9 87.0 90.4 
Industrial (1947-49 = 100) .. 125.6 126.0 128.3 127.2 128.6 128.7 128.6 
Consumers’ index (1947-49 = 100) 120.2 123.5 124.6 123.7 125.5 1256 — 
Credit and Finance: 

Commercial bank loans (billion $) _... 93.9 98.0 110.8 98.2 112.0 110.3 111.4 
Commercial bank investments (billion $) 76.2 86.6 79.4 87.0 79.0 76.3 74.3 
Money supply (billion $) - .. 232.3 247.5 252.4 247.5 251.6 244.9 244.2 
Consumer credit (billion $) .. is 453 456 526 45.1 520 HS — 

Treasury bill rate (%) . is ie 3.27 1.84 3.41 2.81 4.57 3.95 3.43 
US Govt Bonds rate ( o ) . 3.47 3.43 4.08 3.80 4.27 4.22 4.08 


+ 1,194 —7,286 -8,028 -7,138 — +3,824 
22,781 20,534 19, 456 20, 534 19,456 19,420 19, 408 


amounts outstanding at the end of the 
period. Moody’s commodity index shows 
high and low 1957-59, and end-month 
levels. Money supply is total deposits 
plus currency outside the banks. Budget 
figures are cash totals. Quarterly figures 
are throughout shown in the middle 
month of the quarter. Treasury bill and 
bond rates are average for month or year. 


Federal cash budget (+ or —) (mill $).. 
US Treasury gold stock (million $) 


Notes.—Starred items are seasonally 
adjusted. Latest figures are preliminary 
or estimated. Yearly figures are given for 
gross national product, private investment 
and new plant for 1957-59 and then quar- 
terly figures at annual rates. Construction 
figures show monthly averages 1957-59. 
Business stocks, money supply, bank loans, 
consumer credit and ould stock show 
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These are the territories served by THE CHARTERED BANK and its wholly- 
owned subsidiary, The Eastern Bank Limited, through a system of one hundred 
branches extending to most centres of commercial importance in the Middle 
East, South and South-East Asia and the Far East. Those branches provide 
complete and up-to-date banking services, sustained by expert knowledge and 
long experience of Eastern trade, finance and industry. An effective credit 
information service and skilled assistance and advice are available to United 
Kingdom merchants and manufacturers seeking new business connexions in 


Asian markets. 


THE CHARTERED BANK 


(Uncorporated by Royal Charter, 1853) 
HEAD OFFICE: 38 BISHOPSGATE, LONDON, E.C.2 


Offices in the United Kingdom at Manchester and Liverpool. Agencies at New York and Hamburg. 


THE EASTERN BANK LIMITED 
Head Office: 2 & 3 Crosby Square, London, E.C.3. 


ASSOCIATED BANKS: 


Allahabad Bank Ltd. (Incorporated in India) The Irano British Bank (Incorporated in Iran) 
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ARGENTINA 


Beef Exports Rise—The meat export 
trade is beginning to recover after the 
excessiye slaughtering of beef cattle in 
1956-58. Shipments of chilled beef to 
the British market in the first quarter 
of this year were some 65 per cent 
higher than a year earlier. 


AUSTRALIA 


Wage Claim Rejected—The Arbitra- 
tion Commission unanimously rejected 
in mid-April the metal trades unions’ 
claim for an increase of {1 2s a week 
in the basic wage. It also turned down 
the unions’ application for the restora- 
tion of quarterly cost-of-living adjust- 
ments suspended in 1953. The Com- 
mission pointed out in its judgment that 
the effect of increases in basic wages 
and margins in the metal trades in 1959 
had been to raise overall wages by 8 to 
10 per. cent. It considered that it would 
be unsafe and perhaps dangerous to 
raise the basic wage at present, since 
this might increase inflation and upset 
the balance of the economy. ‘The Com- 
mission approved the Government’s 
decision to intervene in the hearings on 
the unions’ claim. 


New Loan in New York—The Com- 
monwealth Treasurer announced early 
last month that a $25 millions loan was 
being raised in the New York market, 
to finance Commonwealth and _ state 
capital expenditures. The bond offer for 
£A6 millions made on the Swiss market 
at the end of March was over-sub- 
scribed. 


Increased IMF Quota—New quota 
arrangements agreed with the IMF will 
raise the Australian figure from $400 
millions to $533 millions. Earlier the 
quota had been increased from $200 
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millions to $300 millions in connection 
with the uniform adjustment of. all 
members’ quotas. 


BELGIUM 


Big Export Drive—The External Trade 
Department has announced a major ex- 
port drive that will include missions to 
various parts of the world to explore 
prospects, and the subsidizing of Belgian 
private exhibits at specialized trade fairs. 


Stemming the Outflow—Measures to 
restrain the flight of capital from the 
Congo precipitated by recent political 
and constitutional developments include 
the proscription of unauthorized trans- 
fers by Belgian residents from existing 
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accounts in the Congo. All goods pur- 
chased from the Congo will have to be 
paid for by a transfer of funds to a 
Congo bank. Restrictions are also being 
imposed on borrowing from banks in 
the Congo entailing the transfer of 
money abroad. 

Four Loans for the Congo—The 
World Bank has granted three loans to 
the Congo, one of $7 millions for agri- 
culture, a second and third of $28 
millions and $5 millions respectively for 
improving transport facilities. A group 
of American banks will put a credit of 
$20 millions at the Congo’s disposal for 
general development. All four credits 
carry the guarantee of the Belgian 
Government. 


BRAZIL 


More Volkswagens for US—The Ger- 
man Volkswagen company has an- 
nounced plans for the export to the 
United States of cars built by its Brazilian 
subsidiary, because of its own inability 
to meet American demand. The Bra- 
zilian subsidiary began six years ago as 
an assembly plant, but now completely 
manufactures 80 per cent of its output 
of vehicles. 


BULGARIA 


Trade Agreement with Britain— 
Anglo-Bulgarian trade talks in London 
led to the drawing up of quota lists for 
the year ending March 31, 1961. Bul- 
garia will purchase £6.3 millions of 
British goods, including machinery, 
radio, television and telegraph com- 
munication equipment, motor vehicles, 
ships and textiles, and Britain some 
£3.9 millions worth of Bulgarian goods, 
mainly agricultural products, electrical 
equipment and carpets. 


CANADA 


No-change Budget—The budget state- 
ment for 1960-61 presented by Mr 
Donald Fleming, the Finance Minister, 
made no significant changes in tax rates. 
He estimated that the expansion of 
economic activity would produce an 
increase of 11 per cent in revenue on 
the basis of existing taxation. As ex- 
penditure was expected to rise by only 
3 per cent, this would enable the 
Government to avoid borrowing for 
current account purposes during the 
coming year. The Government would 
also be able to keep its claims on the 
capital market down, so that its total 
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cash requirements should not be more 
than $210 millions. The suggestion by 
Mr James Coyne, the governor of the 
central bank, that dependence on foreign 
capital for development should be re- 
duced, was not touched upon; but his 
warning that anyone borrowing in foreign 
currencies was running the risk that the 
exchange rate might be driven down by 
market forces, was underlined. 


Natural Gas Exports—The Govern- 
ment has approved the export to the 
United States of natural gas from west- 
ern Canada by four of the five com- 
panies that had applied for permits. 
Total investment over the next five 
years in the development of the natural 
gas industry resulting from this decision 
will be in the region of $500 millions 
and there will also be expenditure of 
the order of $200 millions in the imme- 
diate future on transmission facilities. 
Exports are expected to rise to $74 
millions by 1963. 


CENTRAL AFRICAN 
FEDERATION 


Attracting Capital—The Speech from 
the Throne at the opening of the second 
session of Parliament included the 
Government’s plans to stimulate private 
investment. Hitherto its main pre- 
occupation had been to ensure that ade- 
quate basic services were available. 


World Bank Loan—The World Bank 
has made a loan of £2 millions to 
Southern Rhodesia to help finance a 
programme to improve the living stand- 
ards of African farmers by helping to 
increase their output. 


Copper Shares Fall—The racial strife 
in South Africa has had an unsettling 
effect in the business field. The most 
striking manifestation of this has been a 
sharp drop in the price of copper shares. 


CHINA 


More Trade with USSR—A trade 
agreement concluded by the Chinese 
Communist Government with the 
USSR provides for an increase of 
10 per cent in exchanges in 1960, which 
is only about a third of the rate of 
growth between 1958 and 1959. 


CUBA 


Land Expropriation—The Govern- 
ment has started to expropriate 272,000 
acres of land owned by the United 
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Fruit Company of the United States 
in the first stage of the official plan to 
take over the 1.9 million acres of land 
owned by thirteen American sugar 
companies, thus implementing its agri- 
cultural reform programme. 


FRANCE 


HP Restrictions Eased — The first 
Government reaction to indications of 
a falling off in the pace of economic 
expansion has been to ease restrictions 
on hire-purchase transactions in cars. 


Agricultural Credits—The Govern- 
ment has approved credits of 1,750 
million new francs (approximately £125 
millions) to finance agricultural reform. 
Farmers have been complaining bitterly 
that since price supports for agriculture 
were abolished it has become impossible 
for them to make a living. 


GERMANY 


Reserves Increase—The external re- 
serve rose to almost DM 24,000 millions 
in the second half of March, its highest 
level for nearly a year, due mainly to the 
large external trade surplus. Measures 
to prevent the move to dear money 
resulting in a big inflow of hot money 
from abroad, however, have on the 
whole, been successful. 


Boom Continues—The industrial boom 
is continuing, sustained by the heavy 
demand for capital goods; even in the 
consumer goods industries where de- 
mand is slackening a real setback is not 
expected. An end of the export boom 
is not in sight, and demand is still too 
great, in relation to productive capacity, 
according to a survey by the Ministry 
for Economic Affairs. 


Quotas Revised—A new trade agree- 
ment signed with Britain provides wider 
scope for imports into Germany of 
British films and revises the quotas 
governing certain agricultural products 
and foodstuffs from Britain and the 
colonies. 


Controlling Take-overs — Legislation 
to reduce the vulnerability of German 
concerns to undesirable take-over bids 
is being placed before Parliament. It 
would (1) give increased rights to 
minority shareholders resisting a take- 
over bid; (2) make it easier to force a 
company to distribute hidden reserves 
to shareholders; (3) compel banks and 
others casting proxy votes at company 
meetings to obtain instructions on how 
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to vote on each point on the agenda; 
and (4) ensure that wider publicity is 
given to the structure of concerns and 
to transactions between their various 
members, 


HP Venture—The American CIT Cor- 
poration and the American Express 
Company will collaborate to take advan- 
tage of the growing demand for industrial 
and consumer credit in Western Ger- 
many. 


Bank Expansion—The end-1959 bal- 
ance sheets of the ‘‘ Big Three ’’ German 
banks show an increase in total assets 
of about 14 per cent compared with 
1958. Profits were substantially higher. 


INDIA 


Restrictions Remain—Import licens- 
ing arrangements for the six months to 
the end of September do not provide for 
any general liberalization but quotas 
have been adjusted to give relief where 
it is urgently needed, and the allocation 
of foreign exchange for the purchase of 
essential raw materials is increased. 


ISRAEL 


Further Devaluation ? — Importers 
financing their activities on 90-day 
credits will no longer be insured against 
loss arising from a devaluation of the 
Israeli pound. The official decision to 
take this step and to revise the provision 
of dollar links for Government credits 
has been widely interpreted as indicating 
a new devaluation, but such suggestions 
have been described as “ absolutely 
unfounded ”’ by the Israeli Embassy in 
London. 


ITALY 


Favourable Report—The OEEC’s an- 
nual report on Italy describes the 
economic situation as excellent and the 
internal finances as remarkably well 
balanced. ‘The one black spot is the 
comparative failure of the Government’s 
long-term plans to cope with the back- 
wardness of the South and the high rate 
of unemployment there. It suggests 
that the striking increase in the external 
reserves should make it easier to con- 
centrate attention on those problems. 


JAPAN 
Investment Encouraged — The 
Ministry of Finance is taking a number 
of steps to facilitate foreign investment 
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is what you need’ 


is advice often given by bankers to their best customers. 


It was to meet such needs that the Joint Stock Banks in 1945 set upthe 
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The Corporation provides share capital, and long-period loans on 
fixed terms, to businesses with no ready access to the 
capital market through the Stock Exchanges. 
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in the country. During March applica- 
tions for technical aid arrangements 
between foreign and Japanese companies 
involving considerable sums were ap- 
proved, as well as applications for foreign 
private purchases of stock in Japanese 
companies to the value of $42 millions. 
Up to 15 per cent of the capital in a 
Japanese company can now be owned 
abroad. Previously there was a 5 per 
cent limit on such investment in Japanese 
companies operating in basic industries 
and an 8 per cent limit on investment in 
other concerns. 


Default Plan—The President of the 
World Bank, Mr Eugene Black, has put 
forward a plan to settle the controversy 
over French holdings of the 5 per cent 
bonds issued by the City of Tokyo in 
1912 and in default since 1928. 


KENYA 


World Bank Loan?— The acting 
Finance Minister, Mr J. Butter, has 
announced that a loan of £2 millions is 
being sought from the World Bank to 
finance the construction and improve- 
ment of “‘ feeder ”’ roads in African areas 
and to provide development loans to 
African farmers and co-operative so- 
cieties. 

No Restrictions — The Finance 
Minister, Mr K. Mackenzie, denied 
during a visit to London that uneasiness 
over political developments is causing a 
big flight of capital from Kenya. He 
affirmed that there was no intention of 
imposing restrictions on exchange trans- 
actions with the rest of the sterling area, 
or any other similar controls. 


KUWAIT 


Oil Concession—Mr H. T. Kemp, the 
London representative of the Ruler of 
Kuwait, has invited offers for an oil 
concession in the offshore area. 


Loan to Lebanon—Negotiations are 
continuing for a loan of about £6 mil- 
lions by Kuwait to the Lebanese 
Government for financing development. 


MALAYA 


Central Bank Report—The first annual 
report of the Central Bank of Malaya 
states that the economic outlook for 
the next twelve months is favourable, 
prospects for rubber and tin exports 
seem bright. It reveals that under the 
revised. Malayan Currency Board Agree- 
ment any of the participating states may. 
withdraw after giving eighteen months’ 


notice. It also points out that the com- 
mercial banks have undertaken to main- 
tain a liquidity ratio of at least 20 per 
cent and to immobilize, in reserve 
accounts with the central bank, 4 per 
cent of their deposits. 

The central bank supports the steps 
the commercial banks are taking to 
invest at home funds that were pre- 
viously held abroad. Domestic advances 
represented 49 per cent of the banking 
system’s deposits at the end of 1959 as 
against only 41 per cent a year earlier. 


IDFC Established—The Malayan In- 
dustrial Development Finance Company 
set up by the Government, the UK 
Colonial Development Corporation and 
the main banking concerns to assist 
private industrial investment is now 
ready to start work. 


MEXICO 
Development Loan from US—The 
Prudential Insurance Company of 


America will take up US dollar bonds 
to the value of $100 millions issued by 
the Nacionala Financiera, a Government- 
owned development institution. The 
money will be repayable over 16 years 
and bear interest at 6 per cent. 


NEPAL 


Chinese Gift—The Chinese Communist 
Government is to give Nepal £7.5 mil- 
lions for financing development projects 
over the next three years. This does not 
include the unexpended balance of £3 
millions made available under an agree- 
ment concluded in 1956. 


NEW ZEALAND 


* Concern”? at Common Market— 
The Prime Minister, Mr Nash, paid a 
flying visit to the European Common 
Market countries during April to express 
the Dominion’s ‘‘ grave concern” over 
their proposed agricultural policies. It 
is feared that the protectionist plans of 
the Six will eventually lead to the 
elimination of New Zealand’s export 
trade to them. . 


NIGERIA 


Budget Changes—Changes in budget 
arrangements for the year to March 31, 
1961, increase taxation on a number of 
luxury items and make other adjustments 
designed to provide protection and fiscal 
incentives to local industries. 

First Treasury Bill Issue—The coun- 
try’s first issue of Treasury bills was 
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says ~ the Unicorn 


there Is 
money to 


invest’ 


WHERE there is money to invest, Unicorn Trust 
offers much. The private investor can, with a 
minimum purchase of only 50 Unicorn shares, 
invest in about 140 companies in Britain and 
the Commonwealth, in the new Common 
Market areas, ‘and all over the world. ‘ 


This wide spread of investments means 
safety. The usual complications involved in 
multiple investment are avoided—the investor 
receives from Unicorn a single certificate and 
two income distributions each year. Share 
holders will appreciate the convenience and 
economy of investing in Unicorn. 


Investment advisers will find Unicorn’s re- 
cord impressive. Since the start of the Trust 
in 1957, shares have increased in value by over 
100%, with a gross annual yield of over 53%. 


Unicorn is a highly successful Unit Trust (authorised by 
the Board of Trade) with over 33,000 shareholders. 


. Trust assets exceed £7,125,000. 


Price per share on 22nd April, 19s. 3}d. 
Estimated gross annual yield (before deduction of tax): 


£3 6s. 9d. per £100 invested calculated in accordance 
with Board of Trade requirements. 


Managers: 

UNICORN SECURITIES LIMITED 
Trustee: 

LLOYDS BANK LIMITED 


UNICORN TRUST 


Member of the Association of Unit Trust Managers 
Full particulars are available from: DILLON WALKER & CO. LTD., DEPT. EE6 


(share distributors of Unicorn Trust), WATLING HOUSE, 12-16 WATLING ST., LONDON, EC4 
or from all branches of Lloyds Bank Limited 
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made early in April. The bills, which 
have a three-months’ life, were all placed 
at 48 per cent, it having been decided 
that for the time being the allotment 
rate should be kept close to the level of 
that ruling in London. 

New Loans Sanctioned—The Govern- 
ment has obtained the permission of 
Parliament to raise £40 millions outside 
the country to finance the development 
programmes of the federal and regional 
governments and the state corporations. 


NORWAY 


Bigger Food Subsidies—The Govern- 
ment is contemplating a further increase 
in food subsidies in order to hold the 
cost-of-living index below the point at 
which large numbers of wage-earners 
automatically become entitled to in- 
creased pay. 


PAKISTAN 


Foreign Investment Needed — Mr 
Abdul Kassem Khan, Minister of In- 
dustries, said in London in April that 
Pakistan was looking to Britain for a 
substantial part of the foreign private 
investment needed. Out of a total invest- 
ment of $4,000 millions contemplated 
by the Second Five-Year Plan starting 
in July, some $1,750 millions would be 
in foreign exchange. About half the 
required external funds would, it was 
hoped, be obtained through private 
investment, the balance coming from 
increased exports and foreign govern 
mental assistance. : 


PERU 


New Treasury Bill Issue — The 
Government has made an issue of six 
and nine months’ Treasury bills, the 
first of a new type of government 


security to finance temporary fiscal needs. . 


Applications exceeded the amount on 
offer by 64 per cent. 


SINGAPORE 


New Oil Refinery—The Government 
has reached an agreement with two 
major Japanese oil companies for the 
construction of an oil refinery with an 
initial capacity of 25,000 barrels; the 
money wil] be obtained from Japan. 


SOUTH AFRICA 


Economy Unsettled—The racial strife 
that culminated in serious clashes be- 
tween Africans and police at Sharpeville 
and other towns has had an extremely 
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unsettling effect on economic and finan- 
cial activity. Production has been dis- 
turbed by absenteeism and strikes, while 
stock market prices have suffered a 
severe drop. Foreign capital has been 
moving out of the country on a fairly 
substantial scale (there are restrictions 
on the transfer abroad of domestic 
funds). By the end of March external 
reserves were down to £144 millions, 
compared with about £156 millions a 
month before. 


Future Gold Output—The Minister of 
Labour and Mines has estimated that 
gold output will reach its peak in about 
ten years when production will probably 
be about 5 per cent larger than at 
present. In the succeeding ten years it 
would start declining, but would prob- 
ably not drop below the present level. 
This was on the assumption that the 
price of gold did not change materially. 
The outlook for uranium was less en- 
couraging since, owing to heavy produc- 
tion by other countries, this was now 
becoming very much a “‘buyers’ market’’. 


SPAIN 


Bank Rate Reduced—A reduction in 
Bank rate from 6} to 5? per cent was 
announced early in April. The dearer 
money programme introduced at the 
inauguration of the currency stabiliza- 
tion plan in mid-1959 has been put in 
reverse because it had succeeded in 
checking the deterioration in the ex- 
ternal payments and in stemming the 
rise in the price level. at home and 
because there was an urgent need to 
counter the business recession. 


SUDAN 


Central Bank Established—The new 
central bank was opened towards the 
end of February. It has taken over the 
foreign exchange reserves of the Govern- 
ment and the assets and liabilities of the 
Sudan Currency Board and of the 
National Bank of Egypt (in the Sudan). 
The bank has the sole right of note 
issue and must maintain a foreign ex- 
change reserve equal to at least 25 per 
cent of that issue and its other sight 
liabilities. It can deal with other banks 
in the Sudan but not with the public. 


SWEDEN 


Two-Year Wage Agreement—A new 
agreement between the trades unions 
and the employers’ association, reached 








in mid-March, raises wage rates by 
3% per cent, on average, in both 1960 
and 1961. The recent reduction in the 
working week from 46 to 45 hours, 
however, may mean that the actual in- 
crease in weekly wages will be only 
about 1 per cent. Premiums for the 
new pension scheme will be paid by the 
employers without corresponding wage 
deductions. No cost-of-living clause is 
included in the new agreement. In 
practice many hourly rates will probably 
be affected by a “‘ wage-drift ’’, i.e. in- 
creases in excess of those laid down in 
the agreement. 


SWITZERLAND 


No Use of Bank Rate—The president 
of the board of the central bank has 
stated that the question of increasing 
the Bank rate is not a topical issue. 
Credit expansion, it is said, could be 
better controlled through a reduction in 
the volume of liquid assets. There had 
been no need for an immobilization of 
bank funds since the rise in rates abroad 
had created a natural margin between 
Switzerland and other countries. 


UNITED ARAB REPUBLIC 


Soft Loans from America—America 
has agreed to release £E11.5 millions 
derived from the sale of farm surpluses 
in Egypt for financing development 
projects, including roads, bridges, rail- 
ways and telephones. The money will 
be repayable over a period of thirty years 
and will bear interest at 4 per cent. 
Under another agreement Egypt will 





receive surplus American tobacco, cot- 


ton-seed oil and corn to the value of 


$15 millions. The local currency pro- 
ceeds of the sale will go into a special 
account, 75 per cent of which will later 
be released to furnish long-term loans 
for agreed projects. American assistance 
of this kind to the UAR in the post-Suez 
period is now over $150 millions. 


Bank Governor Resigns— Mr el 
Emary, the Governor of the National 
Bank of Egypt, has resigned. His place 
is to be taken by Mr Abdel Hakim el 
Rifai, a former deputy governor and 
latterly governor of the Land Bank. 


URUGUAY 


Banking Reform — The commission 
appointed in April, 1959, to examine 
banking laws has submitted proposals 
for reform to the Government, including 
the raising of the capital of banking 
institutions and the establishment of a 
central banking department within the 
Bank of the Republic with certain rights 


to control the private banks. 


VENEZUELA 


IMF Stand-by Credit—The Govern- 
ment arranged a $100 millions one-year 
stand-by credit with the IMF early in 
April, of which $15 millions will be 
available during the next. three: months. 
It is hoped to strengthen foreign ex- 
change reserves pending the implementa- 
tion of measures to strengthen the budget 
and eliminate the inflationary pressures 
that have been undermining the coun- 
try’s external payments. 





CORRESPONDENCE 


Sir,—I am most grateful to Mr Hirsch 
for his illuminating rejoinder* to my 
article on “Improving World Liquidity’’, 
but feel that we are less far apart than 
his article is likely to suggest. I very 
much regret that space limitations force 
me to concentrate on points of disagree- 
ment and to leave out many points on 
which I do indeed agree with his per- 
ceptive analysis. 

Mr Hirsch argues in effect that an 


* “Development Aid and World Re- 
serves ”, The Banker, March, 1960. | 
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Improving World Liquidity 


adequate level of international liquidity 
may be preserved “in the immediate 
future’? by deficits in the overall 
balance of payments of the United 
States—as in the last ten years—and of 
Germany and Italy which “ could, with 
profit to themselves, comfortably halve 
their present reserves ”’. Excessive 
strains may develop “ in the fullness of 
time’, but might be obviated, even 
then, by further declines in the United 
States net reserve position and‘ by un- 
predictable changes in gold production 
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and ‘the dishoarding of gold by Russia 
and private individuals in France and 
Asia. 

Alf this is undoubtedly true, but is 
there any sound argument for basing 
the functioning of the international 
monetary system on such wild and blind 
gambles ? It would certainly seem wise 
to prepare ourselves to deal with the 
“* excessive strains ’’ that would develop 
if the United States, Germany, Italy, 
and private hoarders in France and Asia 
—and indeed ‘“‘ key currency ”’ holders 
in general—do not happen to follow 
spontaneously the lines of action neces- 
sary to underwrite these gambles. Mr 
Hirsch, indeed, appears sufficiently pessi- 
mistic himself to be willing to recommend 
to this end some proposals alternative 
to my own. 


Selective Rights 


These are not developed in detail, but 
would seém to lie in the “ under- 
pinning ” of the key currencies by the 
IMF, preferably through the “ formal 
introduction of selective rights” in 
favour of the key currency countries 
only, encouraging them to provide 
liquidity to the rest of the world by 
persistent overall payments deficits, 
financed by a. continuous piling up of 
their short-term foreign liabilities. Mr 
Hirsch admits that such an IMF reform 
“would be very difficult practically ”’, 
but thinks it ‘“‘ may not even be essen- 
tial’, as the same results might be 
achieved by less formal and spectacular 
*“ moves away from the principle of 
automatic rights ’’. 

He recognizes, on the other hand, that 
““ undoubtedly, the best way of working 
an international economy would be 
through an international bank such as 
these [mine and others] schemes en- 
visage’. But he is deterred from such 
a drastic solution by the following 


arguments. 


Exchange Guarantee 


1. The exchange guarantee that would 
have to be attached to the sterling and 
dollar balances transferred to the IMF 
under my scheme would “‘ virtually rule 
out the possibility of devaluation for the 
rest of the century”. This is clearly 
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based on a misunderstanding. Countries 
would, under my proposals, remain as 
free as they are now to modify their 
exchange rates in order to correct funda- 
mental disequilibria in their price and 
cost structure relative to that of other 
countries. They would merely give up 
the incidental—but not necessarily in- 
considerable—exchange profits resulting 
from the consequent writing down of 
their own debt to foreign reserve holders 
of dollars and sterling. But this is a 
right that they have already—and inevit- 
ably—renounced, in their own interest, 
in the EPU, the EMA and the IMF 
itself. The same “‘ disadvantage ” would, 
moreover, apply to Mr Hirsch’s own 
“* underpinning ”’ scheme, unless he pro- 
poses that the Fund give up its normal 
gold exchange guarantee in so far as 
such ‘“‘ underpinning ”’ loans to the 
United States and the United Kingdom 
—but not to other countries ?—are 
concerned. 


Hot Money Risks 


2. He sees no advantage in “the 
Fund’s liquidations of the transferred 
sterling and dollar balances ’’, and feels 
that my “‘ proposals might easily induce 
Britain and the United States ‘to tighten 
their payments policies in an attempt to 
curb net deficits, since these might seem 
less acceptable if they were financed 
through increased overdrafts. at IMF 
rather than through the flow of short- 
term international funds inte London 
and New York ’’. This ignores the fact 
that such short-term funds may move 
away from, as well into, London and 
New York. My scheme is’ designed 
precisely to reduce this major danger 
of instability and vulnerability associated 
with the volatility of international short- 
term funds, as repeatedly evidenced in 
the past, and particularly in 1931, 1947, 
1949, etc. The circumstances in which 
the IMF might wish to exercise its 
option for orderly liquidation is another 
matter, but is it unreasonable to trust 
that its decisions might be less capricious 
or irresponsible than those of present 
holders? The agreed ceiling on such 
liquidations would, in any case, make 
the British and American problems in 
this respect far less unpredictable and 








potentially unmanageable than they are 
at present. 

3. Curiously enough, Mr Hirsch 
objects to the Fund’s discretion on two 
opposite grounds. The Fund might be 
too harsh, and prevent a country that is 
deemed by others to be engaging in acts 
of international aggression, to draw on 
its IMF balance. Suez is quoted as an 
example. On the other hand, many 
examples could be quoted of political 
blocking of key currency deposits by 
unilateral action of the key currency 
countries themselves. 

Mr Hirsch, however, also expresses 
the opposite fear that the IMF might be 
too soft, and relieve a country from the 
need to take the harsh measures neces- 
sary to correct its deficits. ‘The same 
objection could, of course, be raised 
against his own “ underpinning ”’ plan. 


Selective Lending 


4. Finally, Mr Hirsch argues for 
“selective lending for agreed terms 
rather than a wholesale raising of world 
purchasing power ’’. I never asked for 
anything else, and have stressed re- 
peatedly the arguments against any large 
automatic borrowing rights. I am, on 
the other hand, quite aware of the 
opposite objection, also raised by Mr 
Hirsch, against a direct involvement of 
the Fund in the financing of individual 
investment projects. I suggested that 
this could: be obviated by a decentraliza- 
tion of the IMF machinery, and by 
IMF open market investments in highly 
marketable securities of international 
organizations, such as the World Bank, 
or even of national governments. The 


transactions of Mr Hirsch. 

I would be the last person, however, 
to underestimate the psychological re- 
sistance and other obstacles that need be 
surmounted to rationalize international 
monetary arrangements deeply rooted in 
tradition and history. More modest and 
unsatisfactory patchwork, such as last 
year’s increase in Fund quotas or Mr 
Hirsch’s' and Mr E. M. Bernstein’s 
current “‘ underpinning ” proposals, may 
possibly give us some further, but uneasy, 
breathing spell until our financial and 
political leaders can overcome their sus- 
picions of the bolder, simpler, and more 
effective adjustments that will in any 
case become indispensable “ in the full- 
ness of time ”. These temporary, com- 
promise, solutions certainly deserve more 
attention that I could give them in my 
article or in this, already exceedingly 
long, letter. Mr Hirsch has opened a 
path that needs, and will, be followed 
further and expanded by all those in- 
terested in the future viability of the 
second attempt made since 1914 to 
restore international convertibility in 
world trade and payments. 

Yours faithfully, 


ROBERT 'T'RIFFIN, 
Department of Economics, 
Yale University, 
New Haven, Connecticut. 
March, 1960. 

PS.—It occurs to me, as an after- 
thought, that Mr Hirsch’s criticisms of 
my proposals could be fairly summarized 
in five simple words; too much and too 
soon. - oe 





SHERN HALL metros) BUILDING SOCIETY 






rustee 
Investments 


Write or phone for details : 


Member of the Building Societies Association 


last possibility could, at times, come 
very near indeed the “ underpinning ” 


Deposits with the Society are now Trustee Investments. 
pc g Registrar of Friendly Societies, under new 
; has recognised the sound Position of Shern 
H Hall, (Methodist) Building Society by granting Trustee 
Status to its Deposits. This is an official hallmark onthe 
Society’s financial stability. 
Trustees, who administer wills, church monies and 
similar funds, can make deposits up to a maximum of 
£5,000 from any one trust. Trustee Investments earn 
Taxis paid by the Society— 
and money can be withdrawn in full at short notice. 





306 HOE STREET, WALTHAMSTOW, LONDON, €E.17 


Telephone : COPpermill 5888 
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APPOINTMENTS AND RETIREMENTS 


Barclays Bank—Birmingham Dist, Local 
Head Office: Mr K. W. Bridgwater, from 
London Dist, to be assistant district manager. 
Head Office—Advance Dept: Mr J. F. N 
Wedge, from Langham Place, to be a con- 
troller of advances (London Dist); Inspec- 
tion Dept: Mr F. W. Weir, from Chief 
Foreign Branch, to be a head office inspector; 
Mr T. B. Hebden, from Cornmarket St, 
Oxford, and Mr T. J. Roberts, from 121 
Queen St, Cardiff, to be inspectors. London 
—Bethnal Green Rd: Mr W. I. Owens, from 
Caledonian Rd; to be manager; Mile End: 
Mr G. F. Tomlins, from Spitalfields, to be 
manager on retirement of Mr S. Plumbly; 
New Bridge St: Mr J. Thorn, from 81 Fleet 
St, to be manager; Paddington: Mr A. R. 
Broxup to be manager on retirement of Mr 
D. D. Johnson. 

Barclays Bank DCO—Mr R. F. Medlicott to 
beadirector. MrA. E. Ambrose and MrS. G. 
Mogford to be assistant general managers. 
British Linen Bank—Glasgow—Kelvin- 
haugh: Mr H. McCathie to be manager in 
succession to the late Mr J. Murray; 
Merrylee: Mr G. Anderson to be manager 
on retirement of Mr F. W. Collins. 
Clydesdale & North of Scotland Bank— 
Galashiels: Mr R. F. Belford, from An- 
=~ rg to be manager on retirement of Mr 


District Bank—Head Office: Mr C. L. 
Talent to be manager; Mr J. J. Ratcliffe, 
from Fleetwood, to be sub-manager. Cheadle 
Hulme: Mr R. Fletcher to be manager. 

Chorley: Mr A. Wilson, from Huddersfield, 
to be manager. Disley: Mr A. Taylor to be 
manager. Fleetwood: Mr N. H. Chadwick, 
from Kirkham, to be manager. Guildford: 
Mr R. Cherrill, from High Holborn, to be 


manager, 
Lloyds Bank—Head Office—Advance Dept: 
Mr W. N. Spall, from Islington, to be a 
controller; Mr K. A. Durden, from Picca- 
dilly, to be an assistant controller; Chief 
Inspector’s Dept: Mr D. R. Leeson, from 
Wednesbury, and Mr F. H. Northcote, 
from Wealdstone, to.be inspectors; Staff 
Dept: Mr._D. A. J. Coates, from South- 
ampton, to be staff controller, eastern area; 
Mr R. J. Blanch, formerly assistant secre- 
tary, to be secretary on retirement of Mr 
J. E. Way. London—Islington: Mr J. R. S. 
Manson, from Advance Dept, Head Office, 
to be manager; West Kensington: Mr H. N. 
Neale-Rand, from Ashford, Kent, to be 
manager on retirement of Mr H. W. Wilson. 

Martins Bank—Head Office: Mr J. H. 

Jennings to be joint superintendent of 
branches; Mr H. Ryder, from 68 Lombard 
St, to be personal assistant to the chief 
general manager. London, Holborn: Mr F. R. 
Ravenshear, from Dartford, to be manager. 
Bingley: Mr J. F. Bauer, from Keighley, to 
be _manager. 

Bank—Head Office—Mr J. A. 

Thompson to be a_ general — 
assistant in succession to Mr J. F. Stott; 
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Mr P. C. Barrett, from Broad St, Reading, 
to be a superintendent of branches in suc- 
cession to Mr J. A. Thompson; Chief 
Inspector's Dept: Mr A. W. T. Gratwick to 
be an area inspector, S.W. area, and Mr F. 
Markham to be an area inspector, N.E. 
area; Intelligence Dept: Mr P. K. Marks to 
be a manager’s assistant; Machines Dept: 
Mr D. A. Gladwell to be assistant manager; 
Trainng Dept: Mr G. B. Arnold to be 
superintendent on retirement of Mr. W. S. 
Stanton. London—Overseas Branch: Mr 
G. F. Wheldon to be divisional foreign 
manager in succession to Mr D. M. Corbett; 
Mr P. F. Cryser to be a manager’s assistant; 
Pall Mail: Mr J. T. H. Davies to be sole 
manager on retirement of Mr G. J. Brown. 
Abergele: Mr H. P. Lewis, from Amlwch, 
to be manager in succession to Mr E. G. 
Williams. 
Midland Bank Executor & Trustee— 
Chester: Mr J. J. Carter, from Oswestry, to 
be manager in succession to Mr D. A. W. 
Williams. Oswestry: Mr D. A. W. Williams, 
from Chester, to be manager in succession 
to the late Mr I. Roberts. 
National Commercial Bank of Scotland 
—Glasgow, Anniesland Cross and Milngavie: 
Mr J. K. G. Park, from Cambuslang, to be 
manager in succession to the late Mr R. K. 
Blair. 
National Provincial Bank—Beckenham: 
Mr C. E. Johnson, from Twickenham, to be 
manager. Beeston: Mr L. K. Gilling to be 
manager. Cannock: Mr D. R. Ludgate, 
from Kidsgrove, to be manager on retire- 
ment of Mr G. F. Diggory. Cefn Mawr: 
Mr R. G. Watkin, from Long Eaton, to be 
manager on retirement of Mr G. D. Jones. 
Corwen: Mr B. Griffiths, from Llanwrtyd 
Wells, to be manager. Dartmouth: Mr W. 
Leatt, from Dartmouth, to be manager on 
retirement of Mr H. G. Thompson. Dawksh: 
Mr C. B. Sambell, from Teignmouth, to be 
manager on retirement of Mr H. W. Jeavons. 
Westminster Bank—Head Office: Mr D. T. 
Phillips to be premises manager on retire- 
ment of Mr A. G. Cousins; Mr D. B. 
oT . be oy premises manager; Mr 
; Weir, from Fulham, to be an 
ped Bo of branches. London—Bloomsbury 
(Parr’s): Mr L. R. Cracknell to be sole 
manager on retirement of Mr F. M. Read; 
Hendon: Mr F. W. Adey, from Boreham 
Wood, to be manager; Mayfair: Mr C. M. 
Merrick, from St James’s St, to be manager; 
Mornington Cres: Mr J. H. V. Oslar, from 
Chelsea (Parr’s), to be manager; Silvertown: 
Mr R. E. Jolliffe, from Islington, to be 
manager; Stamford Hill: Mr R. Hunt, from 
Silvertown, to be manager on retirement of 
Mr S. L. Fowler. 
Williams Deacon’s Bank—London, Great 
Ormond St: Mr E. U. Thompson to. be 
manager. Derby: Mr J. E. L. Williams to 
be joint manager. Manchester, Queen's 
Park: Mr J. Wilkinson to be manager on 
retirement of Mr H. Gibson. 





Averages 
of Months: 
1921 a 


1922 
1923 
1924 
1925 
1926 
1927 
1928 
1929 
1930 


1931 
1932 
1933 


1955 
1956 
1957 
1958 
1959 


1959: 


1960: 


* Ten clearing banks for 1921-35, thereafter eleven... + Ratios to gross deposits. 


Mar .. 
April .. 

ay .. 
June 17 
July .. 
Aug .. 
Sept .. 
Oct .. 
Nov .. 
Dec 16 
Dec 31 


Jan .. 
Feb .. 
nae? .. 


Net 
Deposits 
{mn 
1,759 
1,727 
1,628 
1,618 
1,610 
1,615 
1,661 
1,711 
1,745 
1,751 


1,715 
1,748 
1,909 
1,834 
1,951 
2,088 
2,160 
2,225 
2,218 


2,181 
2,419 
2,863 
3,159 
3,554 
4,022 
4,551 


4,932 
5,463 
5,713 
5,772 
5,811 
5,931 
5,856 
6,024 
6,239 
6,184 
6,012 
6,138 
6,330 
6,617 


6,328 
6,384 
6,366 
6,471 
6,645 
6,637 
6,723 
6,869 
6,860 
7,043 
7,165 


7,041 
6,803 
6,683 


Liquid Assets 


{mn 
680 
658 
581 
545 
539 
532 
553 
584 
568 
596 


560 
611 
668 
576 
623 
692 
713 
683 
672 


648 
785 
676 
712 


2,543 
2,628 


2,541 
2,296 
2,218 


Zot 
3 


32.1 
) 





TDRs 


{mn 
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BANKING STATISTICS 


Banking Trends since World War I* 


Investments 
{mn Zot 
325 18 
391 22 
356 21 
341 20 
286 17 
265 16 
. 254 15 
—6-254 14 
257 14 
258 14 
301 17 
348 19 
537 28 
560 30 
615 31 
614 29 
— 643 29 
6-652 29 
637 28 
608 27 

666 27 
., 894 30 
1,069 33 
‘1,147 31 
- 3,165 28 
1,156 25 
1,345 26 
1,474 26 
1,479 25 
1,505 25 
1,505 25 
1,624 26 
1,983 33 
2,163 35 
2,321 36 
2,149 33 
1,978 32 
2,008 31 
2,149 32 
1,835 26 
1,928 29.1 
1,884 28.1 
1,837 27.3 
1,816 26.8 
1,811 26.0 
1,802 26.0 
1,790 25.4 
1,729 24.0 
1,729 24.0 
1,720 23.1 
1,710 22.3 
1,698 22.9 
1,618 22.7 
1,501 21.3 





Advances 
Zot 
833 46 
750 42 
761 46 
808 44 
856 §2 
892 54 
928 54 
948 54 
991 55 
963 54 
919 52 
S44 47 
759 39 
753 40 
769 38 
839 39 
865 39 
954 42 
976 43 
991 aa 
955 38 
858 29 
797 24 
747 = =—6.20 
750 18 
768 16 
, 888 17 
. 1,320 - & 
1,440 24 
1,603 27 
1,822 30 
1,838 30 
1,731 28 
1,804 28 
2,019 31 
1,897 30 
1,952. 30 
2,007 30 
2,617 38 
2,441 36.8 
2,500 37.3 
2,561 38.0 
2,586 38.1 
2,676 38.4 
2,697 39.0 
2,737 38.9 
2,803 38.9 
2,849 39.5 
2,917 39.1 
2,961 38.6 
2,946 39.8 
3,030 42.4 
3,112 44.2 
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Trend of * Risk’? Assets 


(£ million) 























Feb 17, 1960 cr Change in os 
f % of Year to Monthly Periods* 
Gross Mar 1959 1960- 
| Deposits 1959 Dec Jan Feb Mar 
Investments: 
‘Barclays as .. 342.4 71.7 —115.3 + 0.1 -17.7 -12.2 -40.9 
‘Lloyds eras .. 276.6 21.7: — 75.9 —- 3.6 -—- 2.7 -18.4 -—23.6 
‘Midland a ; “Eon ae —- 87.7 — -—- — — 36.6 
‘National Provincial . 166.3 19.9 — 32.4 —- 0.2 —- — -— 8.5 
Westminster . » 178.9. 19.3 —- 61.7 ~ 6.0 — —29.8 -— 2.9 
‘District can ‘ 50.6 . 20.3 — 14.3 +0.7 + 0.1 - 8.7 = 3.1 
Martins 58.3 17.4 —- 23.9 + 0.3 — - 8.0 —-— 3.7 
‘Eleven Clearing Banks 1, 500.8 21.3 — 427.0 — 8.9 -22.2 +79.7 -117.2 
Advances: ” 

Barclays - .. 695.6 44.1 +184.0 +12.6 - 4.4 +24.4 +23.6 
Lloyds ba .. 568.7. 44.6 +110.0 + 6.7 +15.9 +16.5 +18.6 
Midland 7 646.7 43.0 +148.8 +34.8 + 1.1 +17.3 +10.3 
National Provincial . 373.4 44.8 + 60.6 -12.4 +10.9 + 7.9 +10.8 
Westminster . >. 405.5 43.7 + 91.9 +12.8 + 4.4 + 7.0 + 8.9 
‘District la .. 108.9 43.8 + 20.1 +2.9 +1.3 + 0.8 + 4.4 
Martins 158.6 48.1 + 37.4 -~ 0.6 +7.7 + 9.8 4+ 3.2 
Eleven Clearing Banks 3,111.5 44.2 +670.5 +62.3 +33.9 +83.9 +81.9 

Trend of Bank Liquidity* 

1957 1958 1959 1960 





Quaien 


Dec Dec 
Mar Dec Mar 31 Jan Feb Mar 31 Jan Feb Mar 
% %o /o 7o Yo %o Yo %o %o %o Zo 
Barclays .. eae 30st Seem ee 26.8 eee: ae. ae ae ee ee 
Lloyds a et FD BS. BF BO ws Bis 2.) 28. 2s ee 
Midland .. aes 3.0 233.9 35.32 M2 Bee wee B.3 338 Bw eee 
National Prov 31.1 39.5 34.0 36.0 36.9 34.5 31.1 37.0 37.6 34.9 30.0 
Westminster... 34.3 39.0 35.4 33.2 35.2 33.9 32.8 33.4 34.8 35.8 33.4 


District . B42 B22 BS. Bi B.F Be BRS Bis wea wwe ae 
Martins .. &7 42S B.7 Bis BR.F Wis Hii Be wet Se Be 
All Clearing 

Banks 32.6 38.4 33.9 34.6 344.9 32.3 31.0 34.3 34.4 32.1 31.5 


e Cash, call money and bills shown as percentage of gross deposits. 





Money and Bill Rates 


Mondays: Apr 27, Feb 22, Mar 21, Apr4, Apr 11, Apr 19,§ Apr 25, 
1959 1960 1960 1960 1960 1960 1960 
per cent 
Bank rate .. - — 5t 5 5 5 5 5 
Treasury bills: 
Average allotment rate* 3% 4h 4) 42 46 4% 4% 
Market’s dealing rate, 

3 months ’ .. 438 4% 4% 438 448 4i8 
Pankers’ deposit rate 2 3 3 3 3 3 3 
Short money: 

Clearing banks’ minimum 2% 34 33 3% 34 3% 34 
Floating money .. .. 2-23 4-44 3344 34-43 43-44 33-430 = = 634-4 
US Treasury Bill. . .. o.oae- 4.308 3. 3.701. 3. 3.306 3.313 


* Preceding Friday. + Lowered from 44% on 20.11.58. J Raised on 21.1.60. § Tuesday 
following Easter Monday. 
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® Including all members of British Bankers Association. 





THE EXCHEQUER FINANCES 


I—The Budget 
(£ million) 
Gain or 
Original Expected April 1, loss* on 
budget gain or 1960, to corresponding 
estimates loss* on April 16, period of 
1960-61 1959-60 1960 1959-60 
Total Inland Revenue on nes 3,273 +263 84.7 — 48.7 
Customs and Excise .. es a 2,409 +127 78.8 - 7.9 
Other revenue ba ‘3 298 —- 40 12.9 + 1.7 
Total ordinary revenue. 5,980 +350 176.4 ~ 54.9 
Debt interest (including sinking fund) 680 —- 26 46.3 - 3.7 
Other consolidated fund 89 - 1 a3 - 0.1 
Supply expenditure .. ». 4,907 — 405 182.2 + 3.6 
Total ordinary expenditure is 5,676 — 432 231 .6 - 0.2 
Above line surplus or deficit ... +304 - 82 ~ 55.2 -55.3 
a below line... ‘i ~ 622 + 78 - 27.7 +10.4 
ri) 
local loans (net lending shown 
minus) .. + 56 + I + 7.3 + 0.6 
loans to state industries, net .. ~ 465 +109 — 28.0 + 6.0 
Total deficit . ss er .. 318 - 4 - 82.9 -44.9 
* Plus leiitees increase in receipts or surplus, fall in expenditure or deficit. Minus 


indicates fall in receipts or surplus, rise in expenditure or deficit. 





Il—National Savings 
({£mn: Receipts into Exchequer reported during period) 


Savings Total 
Certi- Defence Savings Premium ‘Total Accrued Defence Remain- 
ficates Bonds Banks Bonds Small Interest Bond ing In- 


(net) (net) (net) (net) (net) wr vested® 
1953-54 .. +19.0 +0.3 -79.3 — - 60.0 88.6 -38.4 6,008.7 
1954-55 .. +46.0 +51.1 -35. ; —— + 61.7 88.8  -—28.8 6,126.2 
1955-56 .. +19.7 +21.5 -80.4 — - 39.2 82.7 -50.8 6,123.6 
1956-57 .. +72.0 + 3.2 -20.6 +65.0 +119.5 35.5 -38.9 6,240.0 
1957-58 -21.3 -—22.2... -62.4 +80.2 <- 15.6 45.9. -17.7 6,272.0 
1958-59 +131. 9 +117.9° -55.2 +66.5 +270.4 54.4 -10.0 6,582.0 
1958-59 
April-Feb +124.7 +107.0 -55.8 +63.8 +239.6 49.9 - 9.5 6,548.0 
March : +7.2 +11.0 +98 +2.8 + 30.8 4.5 - 0.4 6,582.0 
1959-6 
April-Feb +64.7 +136.7 +37.6 +39.9 +279.1 76.9 - 1.5 6,935.0 
March .. + 3.1 +10.2 +13.6 +1.2 + 28.1 6.3 - 0.09 6,969.0 
® After taking account of net sales through the Post Office Savings Bank of Government 


securities other than defence bonds. 


Iii—Floating Debt 








(£ million) Change in three 
April months to 
Beginning of April* 16, Apr 16, Apr 18, 
1960 1960 1959 
1958 1959 1960 
Ways and Means Advances: 
Bank of England — — — 4.8 + 4.8 -- 
Public Departments... 239.6 291 .6 215.3 244.9 - 18.4 + 61.1 
Treasury Bills: 
Tender .. - .- 3,120.0 2,950.0 3,460.0 | 3,450.0 - 90.0 -520.0 
Tap on wh .. 1,499.4 1,986.3 1,845.7 | 1,861.7 -125.3 + 59.2 





4,859.0 5,227.9 5,521.0 | 5,561.4 -—228.9 -399.7 








* First return in each fiscal year (since split of Treasury bills cannot usually be calculated 
at March 31). 
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Sterling-Dollar Exchange Rates 


Apr 24, Feb 26, Mar25, Apr 1, Apr 8, 
1959 1960 1960 1960 1960 


2.81 33 2.80% 2.80% 2.80 43 2.814; 
cpm {cpm tepm  tcpm isc pm 
2.814 2.78% 2.78%; 2.78} 2.784 


* New York market quotations. 





Britain’s Gold and Dollar Reserves* 


(Millions of US dollars) | 
Financed by ithat i 

Net Gold Official Private 

and Dollar Special Reserves ‘UK 

Surplus (+) Ameri- Payments Change at End Dollar 

Years and or Deficit (—) can and in of Balancest 
Quarters Aid Credits Reserves Period . 

1946 sia ~— 908 ~ +1123 + 220 2696 194 
1947 aa — 1431 — +3513 - 618 2079 Sw: «5 267 
1948 ‘a —- 1710 682 + 737 — 223 1856 295 
oe — 1532 1196 116 — 168 1688 236 
1950 i 805 762 45 +1612 3300 257 
1951 ie 988 199 176 — 965 2335 508 
1952 i? 736 428 181 + 489 1846 472 
1953 as + 546 307 181 +- 672 2518 49] 
1954 ‘“ 480 152 388 +- 244 428 
1955 si 575 114 181 642 480 
1956 ie 626 66 573 + 13 679 
1957 ist — 419 26 533 -+- 140 602 
1958 + +1005 6 215 796 654 
1959 ‘ -+- 449 -— 782 333 719 


1958: 
I “ 496 — + 690 
II 734 


307 . j 
III 65 = 21 731 
654 





he 
‘ 


i ots ott Oe ee ee 


173 103 4 784 
206 173 737 
164 52 +1 672 

94 454 719 


1959: 
I 


II 
Ii! 
IV 

1960: | 
January... 16 34 
February .. 50 —- 14 
March ee 73 ~ 14 


I wa + 107 - 62 


4 
rs 
“ + 
IV fa + 137 188 
se 
4 
A 





Main Special Items Detailed} 
Receipts Payments 

$mn $mn 
US and Canadian loans.. 4,909 1951-56 Annual service of US and 
IMF loan ‘ 300 Canadian loans, etc .. 181 
South African loan c< ae 1954. EPU funding payment .. 99 
Sale of Trinidad oil aes IMF repayment . . ‘+ oe 
Sale of US Govt bonds. . 30 1957-58 Anglo-Germandebts ... 21. 
IMF loan ' ce 1958 Service of N Amer loans 188 
India’s IMF loan , 200 1959 IMF repayment.. .. ao 


Return of interest on US IMF subscription - ae 
loan . 104 Repayment of Ex-Im .: 255 


Export-Import Bank .. 250 Service of N Amer loans 184 


*® Gold and convertible currency reserves from December, 1958. 


+ Source: Federal Reserve Bulletin. 
t Special German deposits, Canadian quarterly payment on 1942 loan and — 


monthly funding payments to EPU countries excluded. 
§ Remainder of 1947-49 loan repaid in sterling. 
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DEUTSCHE BAN 


AKTIENGESELLSCHAFT 


Balance Sheet as at December 31, 1959 
(abridged) 


ASSETS 


Liquid Assets (cash in hand, due from Deutsche rusigier as —_ 
Institutions [Nostro Balances] and others) ; 

Bills of Exchange 

Treasury Bills and Non-Interest-Bearing Treasury Bonds of the German 
Federal Government and the Lands 

Foreign Treasury Bills and Non-Interest- -Bearing Treasury ‘Bonds — 

Medium Term Interest-Bearing Netes (Bons de Caisse) .. 


. . Securities . 


Equalisation Claims on the Government (Currency Reform) 
Holdings in nee: 

Debtors 

Long Term Loans 

Participations. . 

Real Estate and Buildings 

Other Assets ee 


TOTAL ASSETS 


LIABILITIES 


gt 9, | 
Reserves (Legal and Special Reserve Fund) . 


Pensions Reserve 
‘Reserves for Special Purposes (including Taxes) 
Deposits of which: 
ight Deposits 

Time Deposits 

Savings Deposits ‘ 
Borrowed Funds (Nostro Liabilities) . 
Own Acceptances and Promissory Notes in Circulation 
Loans taken at — Term 
Other nen 
Profit ie , 


TOTAL LIABILITIES .. 


DM. 


1,620,969,505.79 
2,171,888,470.27 


220,920,987.83 
99,088,888.90 
395,318,510.96 
1,058,436,545.16 
476,389,241. 
188,490,027.23 
3,532,670, 194.78 
90,458,250.64 
-66,540,000.00 
148,600,000.00 
104,075, 909.48 





. 10,473,846,532.62 





138,795, 800.00 
79, 737, 159.82 


4,607,309,685.01 
2,766,495,854.91 
1,914,378,914.15 
16,222,118.90 
55,867,904.19 
257,450,459.52 
hme he 


> > 





. 10,473,846,532.62 





PROFIT AND LOSS ACCOUNT FOR THE YEAR 1959 


EXPENDITURE 


Expenditure on Personnel : 

Expenditure for Social Purposes, Welfare and Pensions 
Other Operating Expenses 

Taxes and Similar Dues 

Additional Depreciation on Real Estate and Buildings 


Allocation to —— conan — 
Profit ; 
RECEIPTS 


Interest and Discount .. 
Commissions, Fees and other Earnings 


Frankfurt (Main), April 1960 
The Board of General Managers 


DM. 
181,535,351.39 
30,179,726.35 
53,697,778.25 
109,734,757.97 
10,000,000.00 
35,000,000.00 
40,000,000.00 
460, 147,613.96 








DM. 
175,346,395.30 
284,801 ,218.66 


460, 147,613.96 























OSTERREICHISCHE LANDERBANK | 


VIENNA, AUSTRIA 





HE Annual General Meeting of 

Osterreichische Landerbank was held 

in Vienna on March 29 and the fol- 
lowing are details of the report presented 
by the Board of Directors :— 


Review 


The success achieved by Osterreichische 

Landerbank during the business year 1959 
may be considered proof of the sound 
foundations on which the Bank has been 
built, and of its earning power. Although 
current earnings were affected by the excep- 
tional conditions prevailing in the money 
market, the Bank succeeded not only in 
making good this loss of earnings but also 
in achieving a further increase of Sch.8 
million. 
. This increase in income contrasted with 
a rise in expenditure of Sch.10 million. 
The taxed net earnings of approximately 
Sch.99 million thus almost equalled the 
record figure of some Sch.101 million 
reached in 1958. 

The success achieved during 1959 is 
further underlined by the fact that in 
drawing up the balance sheet, both valua- 
tions and provisions for risks of all kinds 
were treated on a very conservative basis. 
Besides, Sch.1 million was put into reserve 
for the granting of bursaries by Oster- 
reichische Landerbank. 


Issues 


The year under review was marked by an 
exceptionally vigorous issuing activity in 
the loan and mortgage bond sector. The 
Landerbank also managed to take over for 
placing amounts in excess of its quotas 
during 1959. This, coupled with the 
vigorous revival of the share market which 
started in May, 1959, resulted in a rise in 
the securities turnover to almost double 
the figure of the previous year. 

The foreign trade boom experienced by 
Austria during 1959 also produced a rise 
in the foreign currency turnover. The 
Landerbank, at approximately 38 per cent., 
secured the same share in export trade 
turnover as in the previous years. 

Owing to the strain on the Bank’s re- 
sources at the end of 1959 compared with 
the previous year, the balance-sheet total 








rose by no more than Sch.421 million to 
Sch.7,148 million, although the increase 
had reached several times that figure during 
the year. 


Deposits 
The rise in deposits amounted to Sch.334 
million, with savings deposits alone account- 
ing for as much as Sch.329 million. At the 
end of the year under review savings de- 
posits totalled Sch.1,538 million. The rate 
of increase amounted to 27.3 per cent. and 


thus exceeded by some 3 per cent. the © 


average attained by Austrian joint stock 
banks. 
First-grade liquidity at the end of the 


year reached 19.2 per cent. (obligatory rate: — 


15 per cent.), whilst liquidity as a whole 
amounted to 55.2 per cent. (obligatory rate: 
40 per cent.). At the date of the balance 
sheet, however, liquidity was far below the 
average of the year under review. 

Out of the taxed net earnings for 1959 
of approximately Sch.99.1 million, some 
Sch.79 million was appropriated to reserves. 
The Bank’s capital resources as returned, 
including special reserves, 
reached Sch.763 million, or approximately 
12.3 per cent. of liabilities (11.7 per cent. in 
the previous year). The ratio of capital 


resources to deposits was far above the — 


international average. 

Out of the net profit of approximately 
Sch.21.5 million remaining after deduction 
of the appropriations to reserves, an 8 per 
cent. dividend on the share capital is to be 
distributed (7 per cent. in the previous 


year) in the event of the Board’s proposals © 


being approved by the Annual General 
Meeting of March 29, 1960. 


Personnel 


Owing to the expansion in the volume of 
business, and as a result of the opening of 
new branches and offices, the Landerbank’s 
personnel increased by 5.4 per cent. At 


the end of the year under review the number 


of people employed by the Bank was 1,942. 
The new collective agreement which came 
into force in December, 1958, and the con- 
clusion of a new staff agreement, led to a 
considerable increase in the Bank’s pay- 
ments to employees. 


accordingly | 
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NATIONAL BANK OF PAKISTAN 





Another Year of Progress 





HE 1ith Annual General Meeting of 
the National Bank of Pakistan was 
held on April 15 at Dacca. 

Mr. Hoshang N. E. Dinshaw (the Presi- 
dent) presided and, in the course of his 
speech, said: 

It is with great pleasure that I present 
this report at the end of the first ten years 
of this great national institution The 
occasion is of special significance as the 
year 1959 is characterized by phenomenal 
progress in all spheres of national activity 
and a steady change in the economic pros- 
pects of the country. 

From the Bank’s Balance Sheet, Profit 
and Loss Account and the Annual Report 
of the Directors for 1959 you will notice 
that the Bank records another year of con- 
tinued progress in all departments of its 
activities. 

The economic activity in the free world 
showed marked trends to develop on estab- 
lished orthodox economic principles and to 
discard the artificial controls which had 
developed during the wars and thereafter. 
The role of free trade in the economic 
resurgence of Europe, increasing movement 
of gold out of the U.S.A., the shift of 
policy in favour of convertible currencies 
and removal of tariffs and the increasing 
effectiveness of the Bank rate which was 
changed in U.K. eight times during a short 
period of two years, all point to the increas- 
ing influence of economic forces in the 
developing prosperity all around. Although 
the under-developed nations shared this 
prosperity to some extent, their basic 
economic problems still remained unsolved, 
due to lack of capital and increasing popu- 
lation. It is, however, gratifying to note 
that the economically advanced nations have 
now thought it fit to depute their top 
bankers to explore further avenues of in- 
vestment in this part of the world. 


Pakistan 
The economy of Pakistan also showed 
the effects of more enlightened financial 
guidance in all spheres. Not only was the 


thorny problem of refugee resettlement 
successfully handled, but also the difficult 
food situation was brought under control 
with the result that it has been possible to 


think of de-rationing wheat from May this 
year. This happy position is due to greater 
availability of the foodgrains owing to stop- 
page of smuggling as also to the increased 
supplies from U.S.A. The greatest achieve- 
ment of the new regime has been in restoring 
financial discipline in the country by fol- 
lowing the policy of living within our own 
means. The new simplified tax policy, 
collection of income tax arrears, raising of 
the Bank rate from 3 to 4%, checking of black 
marketing, hoarding and smuggling, have 
all exercised wholesome influence on the 
internal economy, while in the external 
finance the surrending of all illegal foreign 
assets, freezing of import licences against 
which no firm commitments were made, 
cut in Government’s own imports and the 
Exports Bonus Scheme, have shown re- 
markable results. 


Operations of the Bank 


The Bank’s total deposits touched the 
peak at Rs.88.45 crores in 1959, regis- 
tering a rise of 19.56% over the highest 
figure of Rs.73.98 crores last year. At the 
end of the year the Bank’s deposits in 
Pakistan represented 25.66% of the total 
scheduled bank deposits in the country as 
compared to 25.78% in 1958 and 23.47% 
in 1957. ‘This increase in deposits speaks 
well for the progressive growth in the 
number of people we serve and for our 
rising share in the mobilization of the 
country’s resources. 

The Bank’s total advances reached the 
peak figure of Rs.64.99 crores during 1959 
as against the corresponding figure of 
Rs.59.93 crores in 1958—an increase of 
8.44%. On December 31, 1959, advances 
stood at Rs.55.44 crores. 

The profit earned by the Bank totalled 
Rs.1.02 crores which shows an increase of 
8% over the record figure of Rs.94.53 lakhs 
last year. With an allocation of Rs.25 lakhs, 
our Reserve Fund has increased to Rs.1.60 
crores—10 lakhs more than the Paid-up 
Capital. Another welcome feature of the 
allocation is that the rate of dividend has 
been increased from 5% to 6%. The rate 
of bonus to the various categories of the 
Bank’s staff has remained unchanged. 

The report was adopted. 








LOMBAR 
GREATEST MILESTONE 
EXPANSION OF ORT ' 


The Fourteenth Annual General Meeting of Lombard Banking was held on 4 
April 29 at the Dorchester Hotel, Park Lane, W.1. 


The following is an extract from the Statement by the Chairman, Mr. E. Gi © 
Spater, F.C.I.I., which has been circulated with the Report and Accounts for the ,-4 
year ended December 31, 1959. ae 

The year 1959 marks the greatest milestone in the history of this Bank. The 3 
Accounts disclose substantial expansion of orthodox banking business and the ‘ — 
growth of current and deposit accounts to a total of £51,385,496, an increase: . 7 
exceeding £18,000,000. a 

The need for this Bank’s services and facilities will continue to expand pro- . 
gressively and steps have been taken to acquire traditional banking premises in. . 
the City of London. = 

The Capital of Lombard Banking was increased in 1959 by £2,703,484 and © 
the Share Premium Account by £1,033,396. : 

Lombard Banking achieved a record Consolidated Trading Profit of £2,380,91 ' “4 
(£1,383,363). Net Profit before tax is £1,888,963 (£1,062,304) which after’ ~ 
taxation resulted in a Consolidated Net Profit of £915,825 (£440,451). The '~ 
Consolidated Balance Sheet total exceeds £100,000,000 

Despite the forecast of 17% your Board recommends a Final Ordinary” 
Dividend of 93%, making a total distribution for 1959 of 18%, that is a 1% 
increase. 4 

Since January 1959 Branches have been opened in 14 towns and dependent ~ 
upon the availability of staff, new Branches are to be established at York, Chester, -~ 
Grimsby, Ilford, Kingston, Luton, Ayr, Burnley, Cambridge, Colchester, Dor- © 
chester, Dumfries, Huddersfield, Ipswich, Peterborough, Salisbury, Stockport 4 
and Winchester. 4 

Investment Subsidiaries are making satisfactory progress. | 

Lombank Limited, one of the greatest National Credit Finance Organisations, ~ 
is expanding continually and has enjoyed a most successful year. Lombank and * 
Lombank Scotland will shortly be operating through a network of one hundred ~ 
Branch Offices throughout the British Isles. 3 

Lombard Banking Scotland has now been formed as a new Bank in Scotland | 
to provide specialist banking facilities parallel to those offered by Lombard ~ 
Banking. a 

Scotland has unusual potential and our Scottish Companies will assist in: ” 
promoting prosperity. ; 

The basis of operations of Awley Finance Company Limited has been | 
broadened and the service provided made available to an increasing number of * 
manufacturers and distributors in the Domestic Appliance field of business. 4 

Equity Credit Company Limited and its Caribbean Subsidiaries became ~ 
wholly-owned Subsidiaries in January, 1959. 4 

Devon House Finance Company Limited has expanded on very sound lines © 
throughout the year. The Company’s Head Offices were extended to cater for ~ 
further development. 4 

Control of Tricity Finance Corporation Limited was acquired im November, ~ 
1959. It provides a Hire Purchase service to the radio, television and electrical 4 
retailer and his customer with a full appreciation of their needs. q 
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‘ok The Largest Banking Business 
in New Zealand.... 
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seas taevies of tc Cisne Gaaanaane 
Incorporated with limited your disposal. Branches at Melbourne and 
liability in New Zealand ihe, Lanpekn, Labasn,-Sn med: Maat ON iji) 5 
wiht Western Samoa). 


BANK OF NEW ZEALAND 


pia Bank of 


LONDON MAIN OFFIGE : 

I QUEEN VICTORIA ST, E.C.4 > A. R. FRETHEY, Manager + A. BE. ABEL, Asst. Manager 
PICCADILLY CIRCUS OFFICE : 54 REGENT STREET, W.I 

HEAD OFFICE : WELLINGTON, NEW ZEALAND - R. D. MOORE, General Manager 
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In the Country 


The good farmer knows that the rewards aR 
of the future depend on the provision uF 
made today. He cannot afford to 
take risks with his seed or his methods: os 
his crops must increase but they | ; 
must be safe. Mi Eiki $7 ; | 
So it is with savings. With a good " ‘ 
Building Society like the Burnley they Ne moh a 
grow and their safety is sure. inal iad 
The Burniey offers the investor complete peace me E 
Subhash ein of ean aba lt, oo as 
that his savings are freely available when he needs them. 
Deposits in the Society are Trustee Investments 
For full details please apply to: 12, Grimshaw Street, Burnicy 


BURNLEY BUILDING SOCIETY 


"5 MEMBER OF THE BUILDING SOCIETIES ASSOCIATION 
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For a complete banking service 
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THE NATIONAL BANK 
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